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BRITAIN’S ACCESS TO OVERSEAS MARKETS 1 


THERE have been within the last few years a number of reports 
of special British Economic Missions ? sent to various dominions 
and foreign countries to inquire into the difficulties which are being 
met in marketing British products overseas; in addition, there 
have been Government Committees? specially devoting their 
attention to this subject. Their efforts are am indication of the 
increasing anxiety with which the British export position is 
being regarded, and it is proposed to consider some aspects of 
their inquiries in the light of the events of the years after 1920. 
Statistical surveys have indicated that Britain had failed to recover 
in the post-war years a position comparable to that which she 
occupied in 1913 in the export trades; this lack of recuperative 
power was not merely absolute, as shown in the decreased quantity 
of her sales, which in the favourable years 1925-29 was estimated 
to be 10 per cent. below her level in the years before 1914, but it 
was relatively unfavourable in so far as world trade and the trade 
of some of our leading rivals were increasing at a more rapid pace 
and had easily surpassed their pre-war quantities. 
The reasons advanced to explain this generally admitted 
slowing down of overseas sales have varied with the passing of 
years, but have fallen into two main groups: the first may be 
said to place emphasis upon the natural course of world develop- 
ment in production combined with the long series of casual 
misfortunes to which British trade has been specially subject; 
the other tends rather to urge that there is some special retarding 
1 Presidential Address to Section F of the British Association, York, 1932. 
2 Among these reports may be mentioned the following : 
Report of the British Economic Mission to the Far East. 1931. 
Report of the British Economic Mission to Argentina, Brazil, and Uruguay. 
1930. 

‘une the Cotton Mission to the Far East. 1931. 

Interim Report of the Committee on Education for Salesmanship : British 
Overseas Marketing. 1929. 


Final Report of the Committee on Industry and Trade. 1929. 
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cause operating in the case of British sales which is not present in 
the case of other countries, at least to the same extent. It finds 
this underlying cause in non-adjustable costs and in the suggested 
rigidity in the British income and price structure which has put it 
out of gear with the economic levels of price and remuneration in 
other countries. 


INFLUENCES LIMITING THE EXPANSION OF BRITISH Exports 


It is obvious that the two reasons advanced are not necessarily 
separate and mutually exclusive; the second becomes prominent 
after 1925-26. Passing these influences in review, it may be said 
that the growth of local manufacture and the desire of many 
countries to develop what they believe to be their industrial 
resources have always been recognised as a main factor in the 
changes which have taken place. It is clearly a permanent 
influence which received special stimulation in the years after 
1914; large groups of markets outside Europe found themselves 
cut off from their usual sources of supply for industrial products 
owing particularly to the absence of the two countries which held 
industrial leadership, Britain and Germany. New industries 
therefore grew up in India, China and Japan, in Brazil, Argentina 
and Chile, in Canada and Australia, which required some measure 
of protection to entrench themselves against the competitive 
power of long-established foreign organisations. This new effort 
was usually directed to the common grades of staple goods, 
leaving the upper ends of the markets and the specialities for later 
attention. The tendency is one which was familiar before the war 
period, in the textiles at least. 

There is little need to labour the difficulties which accumulated 
in the years 1914-21 for the British staple export industries : fuel 
production, the textiles, the heavies, comprising general engineer- 
ing, steel smelting, iron and steel rolling, together with ship- 
building, became, after 1921, the depressed group; the war period 
had naturally led to extreme over-development of the heavies and 
of shipbuilding, and had given to Japan and to the U.S.A. unrivalled 
opportunities of making new business connections in former British 
markets. For coal-mining the prospects seemed at first bright ; 
neither the Ruhr nor the Nord coalfields recovered rapidly; but 
the return of these areas to full output, the development of the 
German lignite beds, the new Dutch coalfield, the Polish efforts 
in Silesia, as well as the technical advances in fuel economy, the 
growth of hydro-electric power, the use of oil fuel for shipping, 
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the expansion of road transport, placed a serious limit on British 
power of export. The industry was also damaged by the strike 
of 1926, and by the dislocation of its marketing through the 
method of paying reparationsinkind. The textiles began to affect 
the position from 1924; the difficulties in the Far Eastern markets, 
the troubles in India, the successful competition of Japan, all 
played their parts. 

The decline in the purchasing power of local populations was 
also commonly advanced as a cause of difficulty ; it was stated that 
in the immediate post-war period the populations of certain 
regions, such as Russia, India, the Near East, the Far East, and 
Mexico, had suffered a decline in their standards of living, and that 
for a considerable period they would be bound to buy goods less 
expensive than those offered by Britain; they had drifted to a 
cheaper class of article than formerly. The evidence upon this 
matter is far from satisfactory, and it will be the subject of 
comment later in this survey. 

The heritage of restrictive tendencies and of financial and 
exchange troubles left by the war years is a further factor which is 
held to have retarded recovery. No doubt the multiplication of 
customs tariffs, the enforcement of prohibitions and of trading by 
restrictive licences, the presence of special privileges in trade to 
particular industries such as national shipping, the use of State 
control and social monopoly by governments to avoid the ordinary 
liabilities of commercial trading, all exercised a limiting influence 
upon international trade, but by 1925 great progress had been 
made in removing the most serious obstacles, and the actual level 
of European tariffs was relatively little higher than that of 1913.1 

The years after 1925 represent the second phase of recovery 
from war dislocations—namely, the growth of production, trade 
and general material well-being throughout the world; they were 
distinguished by rapid technological advance in agriculture and in 
certain new manufacturing industries, such as wireless apparatus, 
electrical goods, automobilism, and artificial silk. This somewhat 
unbalanced development led among other effects to a great cheap- 
ness of foodstuffs and raw materials. Britain benefited in so far 
as her exports fell relatively slowly in price, while her imports of 
food and raw material fell severely; she herself had no significant 
agricultural output of this type which was specially injured by 
falling prices, but many of her chief markets were found in regions 
of primary production to which her industrial output was mainly 
complementary, and in this direction she was subjected to losses. 


1 Cf. Tariff Level Indices. League of Nations Publication, 1927. 
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The return of Britain to the gold standard in April 1925 made 
the exchange position prominent and was held to have imposed a 
special handicap on the British export trades. The General Strike 
of 1926 and the inflationary movements in France, Belgium and 
Italy followed in turn; each administering its special short-period 
shock to the business system. 

The list of unfavourable events leading on to the crisis which 
began in 1929 could be made more comprehensive, and it could be 
argued that Britain has been compelled through the pressure of 
events to recognise that her traditional dependence on a large 
overseas market to assist in the full employment of her people at 
relatively high standards of living is no longer feasible, and that 
her struggle to a new equilibrium position in world trade will 
involve an increased dependence on the home market and on 
those overseas markets where her special characteristic products 
hold their own at remunerative price levels, and the products of 
which are mainly complementary to the chief British industries. 
Britain might be held to be tending to an international position 
more like that of France, where the home and empire markets form 
the centre block of the foreign trade structure. 

The difficulty with this form of interpretation of post-war 
development is that it does not make clear why Britain is in this 
special position of retreat or at least of slow advance as compared 
with countries whose resources seem less than her own. Mr. 
Loveday and others have stressed this point, and the following 
sentence from his essay on Britain and World Trade may be 
quoted : “‘ The evidence is, it may be hoped, adequate at least to 
suggest that the difficulties [of Britain] are confined to no particular 
type of industry, major or minor, new or old, that they are due 
neither to the special prosperity in the Far East (or West) nor to 
the chaos in Europe which is passed, neither to inflation nor to de- 
flation, that our successful competitors are drawn from all quarters 
of the globe and have pursued currency policies wholly dissimilar. 
Disorder and prosperity, depreciating and appreciating exchanges, 
tariffs and dumping, subsidies and prohibitions may all in fact 
have proved damaging; but there must surely have been some 
special reason connected with our internal economy which rendered 
them more disastrous to the United Kingdom than to other 
countries. But this view is too rarely expressed.” 1 

The basis of this statement is the examination of international 
trade statistics from 1924 to 1929, which indicates that in a period 
of general prosperity, Britain’s rate of advance was relatively 

1 Loveday, Britain and World Trade, pp. 170-171. 1931. 
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much slower than that of any other important trading country. 
It is not so much the depression of the depressed industries as the 
failure of the new industries to grow adequately which Loveday 
deems serious. The trade of the world had increased, but Britain’s 
share had diminished. Mr. Loveday goes on to suggest that the 
Rueff 1 diagram, showing the numbers of unemployed and their 
relation to the ratio between wholesale prices and wages, leads 
one to think that a lack of adjustment of wages to prices is a 
serious cause of disequilibrium. This evidence seems hardly 
adequate as an analysis of labour costs; Mr. Cole ? has worked 
over wages rates in different countries without finding that British 
wage levels had gone notably out of line with those of other 
industrial countries, and the question of labour costs raises broad 
issues of technical efficiency in industry. As the Macmillan Com- 
mittee > have pointed out, several of our important industries are 
not among those which have been showing, of late years, the most 
rapid technical advance; they state that “in 1929 our exports of 
manufactured goods, though declining, were still greater than those 
of any other country in the world. At the same time, our real 
wages, whilst comparing unfavourably with those in the United 
States (which country, however, is unable to compete with us in 
world markets in our principal staple exports such as coal or 
textiles and many iron and steel products), were much higher than 
those paid by any of our chief European competitors.”” The 
maintenance of so great an export trade makes it unlikely that 
British technical efficiency is much behind that of her chief com- 
petitors. On the other hand, they blamed the return of sterling 
to pre-war parity in 1925 as a cause of the difficulties in export, 
while indicating that the organisation of British industry as 
distinct from its technique was often defective, and that we had 
been slow in applying ourselves on an adequate scale to certain of 
the newer industries. 

Those who offer the above explanation of the export trade 
difficulties arrive, therefore, at the conclusion that it is the 
relatively high costs of certain British industries which have 
weakened their hold on old markets, and that the remedy is to 
reorganise output and reduce cost until it returns to its efficiency 
level with that of foreign competitors. It is then thought that the 
elasticity of demand for British exports in the world’s trade will be 
such that expansion of a more rapid kind will take place. 

1 Jacques Rueff, Les Variations du Chémage en Angleterre. 1925. 


2 G. D. H. Cole, British Trade and Industry. 1932. 
3 Report of Committee on Finance and Industry, p. 53. 1931. 
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It is at this point that attention is naturally drawn to the side 
of demand and markets, to inquire if they cast any light upon these 
issues. The missions sent from this country to selected markets 
went to find out why Britain was losing her status in those areas, 
and within the limits of their opportunity gave certain answers. 

The evidence bears upon three issues of importance affecting 
Britain’s access to overseas markets : 


(1) The characteristics of the market. 

(2) The structure and efficiency of the distributing organisa- 
tion. 

(3) The position with regard to tariffs and the use of commercial 
diplomacy. 


Tue SALES POSITION IN THE MARKETS 


It is no doubt difficult to make any generalisations which 
cover so many different types of markets and so many com- 
modities without introducing undue simplification. It is obvious 
that there are markets like India, where Britain sells 5s.1 of 
manufactures per head of population each year, and the Far East, 
where in a good year she may sell 1s. 6d. per head of estimated 
population, at one end of the scale, and at the other end countries 
like Australia and New Zealand, where £10 per head is sold, whilst 
in between come areas such as Canada and Newfoundland with 
£2 10s. per head, the South American States with 36s. to 40s., and 
Scandinavia with 28s. to 30s. In a populous low-grade market 
such as China, an increase in general prosperity is a most influential 
factor on purchases, whereas in a highly developed country an 
increase in numbers is for most industries an equally favourable 


In spite of these difficulties and limitations, a few general 
matters raised by the Economic Missions may be surveyed. It 
seems generally agreed that an increased choice of all classes of 
goods has become open to the overseas purchasers, and that the 
field of effective competition has broadened in most classes of 
goods, so that traditional business connections of a semi-mono- 
polistic kind have lost much of their value. As this heritage of 
predominance was often British, it has followed that the offer of 
alternative choices affected her more than most other countries ; 
the passing of exclusive markets has also meant that a much closer 
degree of adaptation to market requirements must be aimed at, 
since standard articles of consumption have to bear an increased 


1 1927 estimates. 


ww 


1932] BRITAIN’S ACCESS TO OVERSEAS MARKETS 523 


psychical wear and tear. This raises serious difficulties for the 
producer who had hoped to maintain mass output methods, but it 
appears to be a definite trend both in highly developed markets 
where it might be expected and also in more general markets such 
as India where it might not be expected. It must be kept in mind 
that methods of sale in the home market and in countries such as 
the U.S.A. and Australia have made rapid advance within recent 
years, and this striking change in outlook regarding sales and 
demand is bound to spread through the whole field of international 
commercial intercourse. The outlook is away from broad general 
sales towards differentiation of consumer groups. 

Closely associated with the range, choice, and adaptation of 
the goods as produced, there has come increased emphasis on all 
those services which the purchaser requires to accompany a 
successful sale; these include “no trouble ’”’ quotations as regards 
language, prices, weights and measures, considered action regarding 
packing, its weight and suitability, a clear position regarding terms 
of sale, time of delivery, and terms of credit, and with some classes 
of goods the producer or his agent may require to instruct the 
purchaser both in the proper methods of use and upkeep. The net 
terms of purchase have come to cover much more than a price, and 
in some markets have given rise to considerable friction between 
buyers and sellers. 

A somewhat widely quoted criticism of British selling methods 
has been that which urges that the quality of British goods is too 
good for their market, while their price is beyond its paying 
capacity. In the poorer markets like China, this point has, no 
doubt, substance, but it raises difficulties in industrial policy. If 
what is meant is that Lancashire, for example, is sticking to the 
upper end of the market and offering a better article at a higher 
price, then the question whether such extra quality is really dearer 
in actual use arises. If, on the other hand, an article with a short 
life at a low price is deemed adequate for the job, then this cheap 
grade must be provided if the connection is to be held. No doubt 
British industry cannot view with equanimity the loss of the cheap 
ends of markets; at the same time it must be recognised that there 
is more risk at the cheap end, since it is more open to competition 
from the foreign country’s own industries as well as to that of 
other countries ; the whole trend has been to leave the cheaper and 
rougher work to beginners or to countries with low levels of 
remuneration. 

The evidence seems to suggest, however, that there has grown 
up a special type of cheap market for articles, either machine or 
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textile, which are rapidly scrapped either through the influence-of 
fashion, invention, or through having served some limited purpose. 
The example of a special type of shovel, light and fragile, used for 
unloading a cargo of coal and then thrown away so that no 
coilecting, storing, or reissuing troubles might arise, is a case in 
point. It was not considered that this article compared in any 
way with a sound standard article, but its net advantages were 
deemed greater to the purchaser. Low price is, of course, vital for 
such sales, and as many such cases can be given, it seems worth 
further investigation whether recent invention in mary fields is not 
creating a cheap substitute article to many old-established standard 
articles of such a character that an appeal is made to people with 
relatively high standards of living, and not merely to those who 
cannot afford anything better. A further difficulty emphasised in 
most of the reports is the credit and finance of sales, particularly of 
machinery and the more elaborate forms of capital equipment. It 
is not possible to consider in this paper how far British methods of 
export finance can be said to curtail unduly the period of credit 
granted to customers or to make it less liberal than before 1914 in 
important markets. It is clear that a sound policy would depend 
upon a considerable number of general and special factors: the 
duration of overseas credit must usually be longer than the period 
of domestic credit to cover transit time; the credit worthiness of 
the firms in a particular country or trade must be examined, the 
customs of the area under observation and the general attitude 
towards meeting obligations; agricultural countries require con- 
sideration of their crop position. No doubt sales may be stimu- 
lated by long credits, but if this merely means a loss of all profit or 
an accumulation of market risks and losses, it is simply unsound 
business dealing. Most countries, including Britain, have attempted 
within the years after 1920 to develop schemes of export credit, and 
of credit insurance to cover certain kinds of exports where a period 
of years was involved, but the State schemes have been carefully 
guarded in their scope and in their bearing of risks, and it seems 
doubtful how far they represent a useful approach to this problem. 

The subject of suitable publicity and advertisement is one 
which is of considerable importance in most markets, and can be 
made a matter of joint effort between firms ; advertisement is one of 
the best methods of conveying information to the consumer; if 
incomes are rising in a market it is a valuable aid in attracting part 
of the additional available purchasing power to the class of 
commodity concerned ; in addition, it constitutes a useful check 

1 Interim Report of the Committee on Education for Salesmanship, p. 27. 
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upon the marketing organisation, since it strikes through to the 
consumer and keeps the commodity before his notice. In so far 
as other commodities are competing either directly or indirectly 
with the article of the advertiser, it may be necessary to engage in 
combative publicity in order to preserve a share of the market. 
The evidence suggests that British traders have not as yet developed 
so definite an outlook upon this form of expenditure as those of 
certain other countries. 


THE STRUCTURE AND EFFICIENCY OF DISTRIBUTIVE ORGANISATION 


The structure and working of the intermediary system have 
been the subject of examination and criticism within recent years, 
both in the home and overseas markets. Fundamentally, no 
doubt, the problem of providing a cheap and efficient marketing 
system is the same in both cases, but overseas distribution involves 
greater elaboration and complexity of services. - : 

Broadly considered, the alternative channels are : 


(1) The sale to merchants in Britain who sell overseas. 

(2) The sale or consignment of goods to merchants overseas. 

(3) The sale direct by the manufacturer’s organisation abroad 
either through agents or through its own staff of commercial 
travellers. 

(4) The employment of central selling agencies of a cartelised 
type, or joint selling organisations of an independent kind. 


All these systems except the last are found on a considerable 
scale in British overseas trade. The view has been expressed that 
the merchanting system is the weak link in the chain, and that 
efforts should be devoted either to the creation of more direct and 
highly centralised methods of marketing or in other cases to various 
methods of strengthening the intermediary system to enable it to 
undertake the heavier modern task of keeping in touch with the 
market. 

The main difficulty with the merchanting system is held to be 
the lack of incentive to push British goods; it is immaterial to 
foreign merchant houses whether they push the goods of a particular 
country or not; so long as British sales were the chief part of the 
market, it is said, the system grew up satisfactorily. An importer, 
of course, may aim at control of his market and attempt to screen 
it off from the producer, or alternatively, with a powerful manufac- 
turing interest, he may become practically an exclusive agent for 
one firm. The method which has grown up particularly in 
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American business is to put manufacturers’ direct representatives 
or service men alongside of the merchants, not to sell but to keep 
in touch with consumers and their outlook, as well as to use 
methods of publicity and marking of goods to acquire the goodwill 
and indirect control of the market. 

There has been a tendency in many markets towards direct 
methods of marketing, even where the countries are not highly 
developed industrially ; with some commodities, such as chemicals, 
cigarettes, and oil, it has even been possible to do up-country direct 
trading from depots managed by agents in China. These efforts to 
strike more directly through to the consumer are very familiar in 
domestic market organisations, but in these days of sensitive 
national feeling it seems prudent that the directness should be 
associated at least in part with the employment of citizens of the 
country the market of which is being served, either in associate 
companies or subsidiaries; it may also be wise to associate the 
market served with processes of assemblage, repair, and equipment, 
which confer on the commodity concerned a certain national status. 

A main difficulty in overseas distribution is that small and 
medium-sized firms have little chance of using direct methods 
unless they combine. If they are cartelised, they may develop 
the central selling agency method, but if not, then the difficulty of 
access to overseas markets can only be overcome by some form of 
joint selling agency supported by firms the products of which do 
not directly compete with each other. 

It is obviously impossible to say without detailed examination 
and trial which of these forms of distributive organisation is best 
able to survive and serve a given market, nor has any evidence of 
the relative costliness of these forms of marketing been available. 

It is clear, however, the British Economic Missions have found 
in most of the markets they examined that high price is the chief 
difficulty facing British expansion, that demand has become much 
more sensitive and exigent in its requirements, that the inter- 
mediary structure is subject to serious criticism in many areas, and 
that new experiment and effort to keep in closer touch with con- 
sumers’ outlook are due to be made in foreign as in domestic 
markets. A suitable illustration of these difficulties in selling 
organisation is found in the account given by the Cotton Mission 
to the Far East (1931) of the Chinese market for Lancashire piece 
goods, with its reliance upon importing houses and Chinese dealers, 
its troubles with credit and with dealers who depart hastily to 
‘“‘Ningpo more far”’ in lieu of paying their accounts. The mission 
examined the possibilities of centralised selling, and the ware- 
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housing at central points of stocks adequate to the market. The 
views expressed by those engaged in the trade laid stress on the 
necessity of continuing to use the Chinese intermediary system, 
whatever change might be made in creating a central body with 
depots to introduce and carry the goods. 


Tue NEED FOR MARKET INVESTIGATION 


It may be asked, however, whether general surveys of market 
difficulties, such as the British Economic Missions have made, are 
either adequate for their purpose or convey any clear conception 
of the marketing position. In rapid visits they are bound to collect 
the faults and the fault-finders, without having time to get a sense 
of proportion. No doubt there are weaknesses in selling organisa- 
tion, but Britain has no monopoly of shortcomings and her methods 
are much the same, it may be urged, as those of most of her 
competitors. Such questions are not capable of beifig directly 
answered; it is obvious that if the missions have found serious 
faults, attempts should be made to remedy them, even if the 
U.S.A. methods are also faulty; and further, with changing trade 
conditions it would indeed be peculiar if the field of selling organisa- 
tion did not show tendencies to change, develop and experiment 
with new ways of adjusting demand. It is in fact well known 
that selling method has been changing rapidly in the large domestic 
markets of Britain and the U.S.A. within the last twelve years. 

This is ground for asking if such missions get close enough to 
their work, and have a broad enough conception of their task. 

What is really wanted is a thorough inquiry into the general 
market position as a background for action. There is the grading 
and grouping of consumers, the amounts of their family budgets 
and standards of living, their habits of expenditure, prejudices, 
preferences, methods of purchase; the general character of the 
distributive structure, the position of merchanting, agency, direct 
trading, and so on; the variations by regions and the variations 
by season in demand. Last comes the commodity marketing 
investigation, the position of old products and of new ones. The 
position of an established product may be described with reference 
to its users and present uses, the price limits within which it sells, 
the existing brands and qualities, reasons for successful expansion 
of sales or of failure, the completeness of its distributive arrange- 
ments and its usual terms of sale, delivery and so on. Methods of 
introducing new commodities to the consumer, the use of laboratory 
shops, estimates of potential demand, satiation points in con- 
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sumption, all may be the subject of close observation. It may be 
asked, Who is to undertake such laborious investigation? Much 
of it is already done in the U.S.A. and a little in Britain; the task 
would not be so overwhelming if it were systematical!y approached. 
No doubt manufacturers’ own organisations and private agencies 
could undertake some of the work, but the suggestion may be 
made that the Department of Overseas Trade, which is in touch 
with all Britain’s overseas markets, might be provided with a 
staff of marketing specialists 1 who would examine sales problems 
from this angle and who could undertake both general studies and 
commodity marketing studies. Such work would give a balanced 
view of the market examined, and could be carried out without 
offence to other countries; it is an entirely different type of task 
from that which the U.S.A. Tariff Commission imposed on its 
agents when it instructed them, some years ago, to inquire into the 
costs of production of certain industries in foreign countries. It 
should be possible to define the strength and weakness of a seller, 
to make some estimate of the extent of the existing market and 
the shares of different exporters. In addition, it should cast some 
light upon the elasticity of demand, and whether changes in the 
product or in its price would enable it to reach new groups 
of consumers. It is not a question of finding out whether a few 
firms sell badly and lose trade, but an entirely different attitude 
towards the possibilities of selling organisation which is most to 
be aimed at. 


THE POSITION WITH REGARD TO OVERSEAS TARIFFS 


From the standpoint of this paper the only issue which it is 
proposed to discuss in connection with tariffs is whether Britain 
is at any disadvantage compared with her trade competitors in 
gaining access to overseas markets. The central feature of her 
policy within recent times has been the unconditional interpreta- 
tion of the ‘most favoured nation” clause: this has meant that 
Britain claimed by treaty, convention and custom that her goods 
should be admitted at the lowest rates into overseas markets ; even 
if nations such as the U.S.A. did not accept the unconditional 
interpretation but insisted on “reciprocity,” Britain has commonly 
enjoyed the benefit of the lowest available rates. The exceptions 
to this position have been few and unimportant in their relation 
to the export trades. The special circumstances where the clause 

1 The Economic Mission to the Far East (Report, p. 128) did recommend a 
service of specialists and experts, but the task assigned was not purely market 
investigation. 
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would not apply would be, for example, if there were a complete 
customs union between two countries which maintained their 
tariff against other countries: no third country could claim in 
virtue of the clause to introduce its goods duty free into the 
united territory. Colonial and Empire unions are commonly 
outside the scope. The case of the preferential rates between 
the U.S.A. and Cuba may be quoted as a general illustration. It 
can therefore be said that British trade is at least as favourably 
treated in foreign markets as that of any other exporting country, 
and it must be added that it is more favourably treated by certain 
of the overseas Dominions. 

In so far, however, as Britain is the chief world exporter of 
manufactured goods, tariffs doin fact partially discriminate against 
her, since if the proportion of her exports be taken as 75-80 per 
cent. manufactured, while that of the U.S.A. is only 37-44 per 
cent., it follows that since finished goods tariffs have, until the 
last two years, ruled much higher than agricultural tariffs, Britain 
has faced the barrage on a larger portion of her trade than any 
other country except, perhaps, Germany. Again, the so-called 
“new industries’ tariffs which have grown up since the war have 
probably proved a more serious obstacle to British and German 
trading interests than to those of other countries, since it is com- 
monly fuel, power, textile, iron, steel and engineering develop- 
ments which are first attempted in making the transition from the 
agricultural to the industrial state. A third matter seems to 
deserve mention : that the elaboration and differentiation of tariff 
ratings which have grown up have to some extent neutralised the 
favourable position given to Britain by the M.F.N. clause; they 
have made it possible to conclude bargains on those qualities of a 
commodity which lay outside Britain’s scope, while making no 
change in those ratings which affected her trade. 

Earlier in this paper it was pointed out that up to 1925 there 
was a distinct tendency towards freeing international commercial 
intercourse from its war fetters, and towards tariff simplification 
and stabilisation at levels not much higher than those ruling 
before 1914. That promise has not been fulfilled, and from 1927 
to 1928 there has been a rapid upward movement not only in 
finished goods tariffs, but also in agricultural duties ; no doubt this 
tariff marathon may be in part a passing phase due to the extra- 
ordinary rapidity with which prices have fallen, but it has raised 
one problem which may affect future British policy. It now appears 
as if bilateral treaties with the M.F.N. clause were not an adequate 
method of dealing with the tariff situation, and the only obvious 
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alternative is group negotiation and group treaties: if groups of 
nations begin to create tariff blocs within which lower duties prevail 
than those which are granted to outsiders, then the whole question 
of the unconditional interpretation of the M.F.N. clause would 
arise. It would hardly seem feasible for a European bloc, if it were 
formed, to allow the clause to operate in the case of high-tariff 
nations like the U.S.A. British commercial policy would have to 
secure that she was favourably received into all groups on similar 
terms to the constituent members, particularly into those which 
included many countries whose productive resources are mainly 
complementary to her own. Examples beyond the Empire would 
be the Scandinavian countries and the South American markets. 
Looking therefore at British overseas trade from the angle of 
demand and sales, there seems a reasonable probability that its 
position would be relatively improved compared with that of other 
countries if special efforts were made to study and analyse the 
features of most of the overseas markets, and if the distributive 
organisation were developed to that level at which the British 
firms were able to keep in much closer touch with the sale of the 
goods overseas. The world is tending for many industries to 
become a “‘ home ” or “ domestic ’’ market, and it will have to 
be cultivated, developed, stimulated and studied with the same 
care and by many of the same methods as are applied by firms 
within their own country’s frontiers. It need hardly be said that 
any policy which led to general reduction of tarifis to even the 
level of 1914 and imparted to them some freedom from continual 
change would assist particularly in the sale of British goods. Of 
the countries which have been most prominent in foreign trade 
development within recent years the U.S.A. is the chief; although 
she has displaced Britain as leading source of supply for many 
markets, a glance at her foreign trade shows that many of her 
exports are not directly competitive with those of Britain: as 
already mentioned, only 37-44 per cent. of her exports come into 
the finished goods class, and among these comes refined petrol as 
well as the typical American industries providing the “ amenities ” 
of life—motor-cars and accessories, films and cinematograph goods, 
electrical appliances, radio apparatus, typewriters, cash registers, 
office appliances, sewing machines, domestic refrigerators, gramo- 
phones, new types of agricultural and road-making machinery, 
oil-well plant, and so on. Motor-cars, gramophones and radio 
sets may mean, however, less Irish linen, less Sheffield cutlery and 
less English china and glass. Japan, which has proved so successful 
a competitor in the Far Eastern textile market, is a country which 
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shows 47-49 per cent. of her exports as finished goods, and of this 
34 per cent. consists of cotton and silk textiles and allied products. 
It must be recognised that an able and industrious population, 
propinquity to the large Eastern markets, and an excellent 
geographical position between Asia and the American market are 
bound to make her a permanently serious competitor in the 
textile market, to which she has devoted her main efforts. Ger- 
many, which resembled Britain to a much greater degree in having 
70-75 per cent. of her exports finished goods, finds markets for 
over 70 per cent. of her exports in Europe itself. Redistribution 
of markets has always been a normal incident in foreign trade 
history, and Britain’s problem is to work her way through to a 
new equilibrium in foreign sales, and also to a new distribution of 
industries, both in the home and overseas markets. 
R. B. FoRRESTER 
The University College of Wales, 
Aberystwyth. ? 
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THE EFFECT OF REPARATIONS ON THE RATIO OF 
INTERNATIONAL INTERCHANGE 


1. THE aim of this paper is to determine in what way the 
imposition on country A of an obligation to pay regularly so 
much reparations to foreigners alters the real ratio of interchange 
between its goods and foreign goods. By the real ratio of 
interchange is meant, for this purpose, not the ratio between 
the total quantity of what it sends abroad, including reparation 
goods, and the total quantity of what it receives, but the quantity 
of import goods that a private trader obtains in exchange for a 
representative unit of export goods. It is sometimes thought to 
be obvious, as a mere matter of common sense, that the real ratio 
of interchange as thus defined is bound to be turned against the 
reparation-paying country. This confident attitude must, I think, 
arise out of a failure to distinguish between the two senses, noted 
in the preceding paragraph, in which the term real ratio of inter- 
change may be used. With the sense in which I am using the term 
here the problem is not simple, and the solution of it certainly is 
not obvious. 

2. I postulate, of course, that productive technique, tastes and 
so on are the same both at home and abroad after the reparation 
arrangement has been entered into as they were before. More- 
over, to keep the analysis that follows reasonably simple, I make 
the following assumptions. First, there is only one sort of good 
made in the reparation-paying country and only one sort made in 
the rest of the world. Secondly, conditions of constant return 
prevail. Thirdly, abstraction is made of differences in tastes and 
situation among individual Englishmen—for simplicity of language 
I use England throughout to signify the rest of the world—and 
individual Germans, so that each of the two countries is depicted 
as consisting exclusively of representative citizens, all of them 
exactly alike and behaving in the same way. Fourthly, I assume 
that, for each representative Englishman, the utility that he derives 
from a given quantity of English goods is independent of the 
quantity of German goods that he has, and vice versa; and 
similarly for each representative German. These highly abstract 
assumptions obviate many complications. They do not, however, 
I think, prevent the analysis that follows from being broadly 
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applicable to actual conditions, provided we suppose the reparation 
tribute to have been established long enough to allow the 
industrial structures of the reparation-paying and reparation- 
receiving countries to have been adjusted to it. 

3. Let us suppose that initially, in the absence of reparations, 
X English goods are being traded against Y German goods every 
year. When reparations are imposed the German Government is 
under obligation to hand to the English Government an annual 
tribute of R English goods ;—that is, with a constant price level 
for English goods, of so much English money. In certain con- 
ditions it will be impossible to satisfy this imposition. Thus 
suppose that Germany is normally sending so much of her 
exports abroad and buying with them so much imports; and 
that, on the top of this situation, she is subjected to an 
indemnity whose amount is expressed in English goods. If the 
indemnity exceeds the previous sum of English exports sent to her 
by us, so that it cannot be paid by Germany’s dispensing with these 
exports, and if also the English demand for German goods in respect 
of enlarged quantities has an elasticity less than unity, Germany 
cannot, however much she increases her exports to us, provide the 
means of paying the indemnity. Indeed, the more she sends, the 
less of English goods she succeeds in buying. She may reduce 
her wage-rates to any extent and offer her exports no matter how 
cheaply; her effort is still bound to fail. As a last resort she is 
driven to create more and more German currency and to try to 
sell it direct against English currency. If she does this her neces- 
sary impotence to solve the real problem is reflected in a currency 
collapse. In this paper, however, we are concerned with normal 
conditions, not with the effects of political settlements that require 
something to be done which the economic situation precludes. 
We postulate, that is to say, that the tribute of R English goods 
per year that Germany is under obligation to pay is not so large 
that the German Government is unable to finance it. In these 
circumstances, after reparations have been imposed, England 
exports annually to Germany (X + P) English goods—P being 
negative—and Germany exports to England (Y + Q) German 
goods. These German goods buy, not only the (X + P) of 
English exports, but also reparation receipts to the value of R 
English goods. Thus, though English exports have now become 
(X + P) and German exports (Y + Q), the real ratio of inter- 
change between English goods and German goods, which was 
originally has become, not but + Our 
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problem is concerned with the relation of this new ratio to the 
original one. 

4. If there were the same number of Englishmen as of Germans, 
a representative Englishman would deal in the same fraction of 
his country’s imports and exports as a representative German 
would do. But, since the numbers are not the same, this is not so. 
If x measures total English exports and y total German exports, 
we must write for the representative Englishman’s exports and 
imports nz and ny, and for the representative Germans mz and my. 

Write then in respect of the pre-reparation period— 


¢(nY) for the marginal utility to the representative English- 
man of (n¥) German goods; 

f(nX) for the marginal disutility to him of surrendering (nX) 
English goods ; 

F(mX) for the marginal utility to the representative German 
of (mX) English goods ; 

(mY) for the marginal disutility to him of surrendering (mY) 
German goods. 


We know that the ratio of interchange between English and Ger- 
man goods is > We also know that in equilibrium the ratio of 


interchange between any two exchanged goods must be equal, 
for each exchanger, to the inverse ratio of their respective marginal 
utilities : and we can construct equations of the type employed 
by Jevons in the fourth chapter of his Theory of Political Economy. 
(mY) 
By precisely analogous reasoning in respect of the post-reparation 
period we have 
+O} X+P+R_ qq) 
F{n(X + P)} Y+Q F{m(X + P)} 
In order that the new ratio of interchange may be equal to the 
old, it is, therefore, necessary that 


f(nX) F(mX)  fin(X + F{m(X + PY} 

The implications of these equations, regarded as general 
equations, are, of course, highly complex. It is legitimate, 
however, for an approximate result, to postulate that the functions 
involved are linear. The implications then are very simple, 


namely, that f = i. By an extension of the argument it can 
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be shown that is greater or less than = that is, that 


in consequence of reparations, the real ratio of interchange is 


turned against or in favour of Germany, according as, is < or > 


a It must be remembered -that, since ¢’ and F’ are obviously | 


negative and yw’ and f’ positive, both these quantities are negative. 
Hence, if we disregard sign, the above conditions are reversed. 
In order that the real ratio of interchange may be turned against 


Germany, 5 must be numerically greater than 4 : in order that 


the real ratio may be turned in favour of her, it must be 
numerically less. If the functions are not linear, but do not diverge 
seriously from linearity, the real ratio will be turned against 


Germany if both and + are numerically greater 


than ey and eae and in favour of her in the con- 
verse case. If one of the two quantities set out first above is 
greater than the corresponding quantity set out second and the 
other less, no solution in terms of first differentials only can be 
obtained. 

5. Let us now concentrate on the simple case of linear functions, 
and, for these functions, express our results in terms of elasticities 
of various sorts relevant to the quantities of goods that are 
traded in the absence of reparations. Write ea, ya for the elasti- 
cities of the English utility function in respect of German goods 
and disutility function in respect of sacrificing English goods; 
and éy, yg for the elasticities of the corresponding German utility 
and disutility functions. Then we have 


= 
F(mX) 
_ 
_ X g(n¥)_ m 
x Y x2 
and in like manner =2 
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Hence the condition for the real ratio of interchange being 


turned against Germany is that _ is numerically greater than 
g 


in other words, that 
Ca. < Na. No.4 
That is to say, the condition for the real ratio of interchange being 
turned against Germany is that the product of the elasticities of 
a representative Englishman’s and a representative German’s 
desires for foreign goods shall be smaller than the product of the 
elasticities of their desires for domestic goods. The chances of a 
movement favourable to Germany are smaller : (1) the more elastic 
the Englishman’s desire for English goods; (2) the more elastic 
the German’s desire for German goods; (3) the less elastic the 
Englishman’s desire for German goods; and (4) the less elastic 
the German’s desire for English goods. 
6. We have now to translate this symbolic analysis into 
language and to make its significance plain. This is the more 


1 Let us call the elasticity of the English demand for German goods in terms of 
English goods gH, and the elasticity of the German demand for English goods in 
terms of German ,/,. Then we find by calculation 


gin¥)  X f(nX) 
With units so chosen that X = Y, this gives 42, = — 


& Ne 
Let us write ,Z, for the elasticity of Germany’s supply of German goods for 
English goods. (Cf. A Study in Public Finance, p. 208.) This is not the same as 
but 


= —,4H,-1 


It is thus plain that the condition for the real ratio of interchange being turned 
against Germany is not, in general, expressible as a direct relation between the 
elasticity of the English demand in English goods for German goods and that of 
the German demand in German goods for English goods in respect of the quantities 
that would be traded in the absence of reparations, nor yet as a direct relaticn 
between the elasticity of the English demand in English goods for German goods 
and that of the German supply of German goods as against English goods in 
respect of these quantities. Though the elements that enter into our condition 
also enter into the expressions for those elasticities, they do not enter in such a way 
that the condition can be formulated in terms of those elasticities. In the special 
case, however, where 7, and 7, are both infinite—which, of course, implies that 
our condition must be satisfied—it follows from the equations in the text that 
2H, = e, and gk, = e. 
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necessary in that, while common sense would at once accept the 
implication that inelasticity of German desire for English goods 
makes it unlikely that the real ratio of interchange will be turned 
in her favour, the companion implication that inelasticity of 
English desire for German goods also has that effect seems prima 
facie unplausible. Let us consider then, by way of illustration, 
the way in which our formula works out in a number of limiting 
cases. 

First, if the elasticity of English desire for English goods, ya, 
is infinite, and none of the other elasticities are infinite, the real 


ratio of interchange must be turned against Germany. For the 


marginal utility of English goods to Englishmen is not diminished 
at all when, on account of reparations, they have to surrender less 
English goods abroad in order to procure the original quantity of 
German goods. Therefore, if the original terms of interchange are 
maintained, they will continue to procure that original quantity, 
partly by reparations and partly by purchase. But in these cir- 
cumstances Germans are obtaining less English goods while 
sacrificing the same amount of German goods. Therefore to 
Germans the marginal utility of English goods is increased while 
that of German goods is left unchanged. For equilibrium, 
therefore, the total sendings of German goods must be increased 
and the terms of interchange moved against them. 

Secondly, if the elasticity of German desire for German goods, 
no, is infinite, and none of the other elastici‘ivs are infinite, the real 
ratio of interchange must be turned against Germany. For the 
marginal disutility to Germans of surrendering German goods is 
not increased at all when more of them are surrendered. Conse- 
quently the fact of having to send out some German goods to buy 
reparation receipts does not cause Germans to require any better 
terms than before as an inducement to purchase for import to 
Germany the original quantity of English goods. Therefore, if 
the original terms of interchange are maintained, they will 
continue to import the original quantity of English goods while 
sending out the original quantity of German goods plus a further 
quantity for the purchase of reparation receipts. But in these 
circumstances Englishmen are obtaining more German goods 
while sacrificing the same amount of English goods. Therefore to 
Englishmen the marginal utility of German goods is decreased 
while that of English goods is left unchanged. For equi- 
librium, therefore, the sendings of English goods must be 
diminished, and, consequently, Germans will be eile to pay 
more per unit for them. 
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Thirdly, if the elasticity of English desire for German goods, 
éa, is infinite and none of the other elasticities are infinite, the real 
ratio of interchange must be turned in favour of Germany. For 
the marginal utility of German goods to Englishmen is not 
diminished at all when, on account of reparations, more are 
received. Consequently, if the original terms of interchange are 
maintained, Englishmen will continue to export the original 
quantity of English goods. But in these circumstances Germans 
are obtaining the original quantity of English goods while surrender- 
ing more German goods. Therefore to Germans the marginal 
utility of English goods is unchanged while the marginal utility 
o “orman goods is increased. For equilibrium, therefore, the 
ieval sendings of German goods must be cut down below what 
the «wonld have been in the above circumstances. This can 
o-.'+ be done if the terms of interchange are moved in Germany’s 
favour. 

Fourthly, if the elasticity of German desire for English goods, 
é,, is infinite and none of the other elasticities are infinite, the real 
ratio of interchange must be turned in favour of Germany. For the 
marginal utility of English goods to Germans is not increased at 
all when fewer of them are obtained. Consequently, if the 
original terms of interchange are maintained, Germans will con- 
tinue to export the original quantity of German goods, bringing 
back such reduced quantity of English goods as can be purchased 
with the surplus of German goods above what are required to 
buy reparation receipts. But in these circumstances Englishmen 
are obtaining the original quantity of German goods while sur- 
rendering fewer English goods. Therefore to Englishmen the 
marginal utility of German goods is unchanged while the marginal 
utility of English goods is increased. For equilibrium, there- 
fore, the sendings of English goods must be increased above 
what they would have been in these circumstances. This can 
only be done if the terms of interchange are moved in Germany’s 
favour. 

Fifthly, if both the elasticity of English desire for English 
goods, ya, and the elasticity of German desire for German goods, 
7g, are infinite, and neither of the other elasticities is infinite, the 
sets of influences considered under our first and second heads both 
operate adversely to Germany. The condition contemplated is 
that in which the marginal utility of home-produced goods is 
constant in each country irrespective of the amount available, 
while the marginal utility of imported products is variable. 

Sixthly, if both the elasticities of English desire for German 
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goods, éa, and of German desire for English goods, e,, are infinite 
and neither of the other elasticities is infinite, the sets of 
influences considered under our third and fourth heads both 
operate favourably to Germany. The condition contemplated 
is the precise converse of that described in the preceding 
paragraph. 

Seventhly, suppose that either both 72 and e, or both ny and éa 
are infinite while the other two elasticities are not. In this case 
our formula asserts that the real ratio of interchange is not affected 
at all by reparation payments. The condition contemplated is 
that in which the utility of one of the two articles traded in is 
constant to both countries irrespective of the amount available. 
This is the condition usually postulated (as an approximation) 
about mouey when, in domestic trade, money and particular 
commodities are being exchanged against one another. If I 
normally buy eggs from a farmer at such and such a price, and 
if, having written him a libellous postcard, I am ordered to 
pay him £10 a year reparations, the marginal utility of money 
will not »e appreciably affected to eithor of us, and there will 
be no reason, therefore, for the price at which I get my eggs to 
alter. 

Finally, it is obvious in a general way that the same con- 
sequences which foliow from either y or e being infinite follow 
also from the corresponding e or 7 being nil. 

7. In the light of this illustrative discussion let us now inquire 
what conditions may be expected to prevail in fact, as regards the 
magnitude of the related variables, when a single country is put 
under obligation to pay reparations, which must, in the first 
instance, be furnished in its own goods, to the rest of the world. 
Since the rest of the world (England) spends a large amount of its 
productive force in securing its own goods and a small part in 
securing German goods, there is a general presumption that, for 
a given absolute change in the quantity of productive force de- 
voted to its own goods, and so in the quantity of those goods, the 
change in marginal utility will be much smaller than the change 
in marginal utility that will result from an equal absolute change 
in the quantity of its productive force devoted to German goods 
and in the quantity of those goods. Thus we may conceive of 
English labour and capital as divided up into n sections of equal 
size, (n — 1) devoted to producing goods for English use directly 
and one to producing them indirectly by exchange abroad. If 
the utility curves representing the output of satisfaction from each 
of these sections are similar, as, in the absence of special knowledge, 
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we may presume them to be, it follows that the slope of the curve 
proper to the sum of the (n — 1) sections will be much smaller 


times as large as—the slope of 


than—with linear functions 


the curve proper to the single section. This implies that f’ is 
(numerically) much smaller than ¢’ and so that 5 is (numerically) 


much larger than unity. By analogous reasoning, though, since the 
imports of one country from the rest of the world necessarily play 
a larger part in her consumption than her exports to the rest of the 
world play in the rest of the world’s consumption, the case here 


is not too strong, y’ is likely to be smaller than F’. Therefore : 


is likely to be numericali: less than unity. Thus in general there 


appears to be a very high probability that 4 is numerically much 


larger than that < nay, which is the condition 


that the real ratio of interchange is turned against Germany. 
Thus apart from peculiar circumstances, in which the desire 
for imported goods is abnormally elastic in either or both 
Germany and England, we may conclude with confidence that 
the imposition of a reparation obligation will turn the real ratio 
of interchange substantially against the reparation-paying 
country. 

8. The implications of this analysis for the general price levels 
of Germany and England cannot, of course, be determined until 
the term general price level has been precisely defined. As we 
have done throughout, we suppose that Germany makes one sort 
of commodity only and England one sort only. Let us suppose 
further that the two countries are linked together by a gold 
standard. The cost of transport being ignored, alike before and 
after reparation payment from Germany to England has been 
undertaken, the gold price of English goods is equal in the two 
countries, and so also is the gold price of German goods. If, in 
consequence of reparation payments, the real ratio of 
interchange is turned against Germany, the gold price of 
German goods falls relatively to the gold price of English goods : 
in the converse case the opposite of this happens. Therefore, if 
the general price level in each country means the price level of 
the goods produced in that country, it follows that, should the 
price level in England remain unchanged, the price level in 
Germany, when reparations have to be paid, will be lowered or 
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raised in the same proportion as that in which the real ratio of 
interchange is turned against Germany or in her favour. Since, 
as we have seen, this real ratio is extremely unlikely to be turned 
in Germany’s favour, it is extremely unlikely that the general 
price level there will rise; but it is not impossible for this to 
happen. 

9. If the general price level in each country means the price 
of the collection of goods (composite commodity) consumed there 
before reparations began, or if it means the price of the collection 
consumed there when reparations are being paid, or if it means 
the price of any defined composite commodity intermediate be- 
tween these two collections, the issue is more complex. Let us 
suppose the general price level to mean for each country the price 
of the composite commodity consumed there prior to reparations. 
Write H for the quantity of English goods and g for the quantity 
of German goods then consumed in England, G for the quantity of 
German and e for the quantity of English goods then consumed in 
Germany ; and p and q for the price of English and German goods 
respectively. Then the general price level in England is 
been imposed the price level in England is meas ; and in 


and in Germany 


Germany rene If then the price level in England is un- 


changed, we have ra = 1 (I). If the real ratio of inter- 


change has been altered in a given manner we have ” ~ or 
; = i (II). The ratio of the new divided by the old price level 


in Germany is vote. With the values of EZ, e, G and g 


unrestricted it is obviously impossible to determine, from the two 
equations (I) and (II) together with a knowledge of the value of 
m, whether this ratio is greater or less than unity. If, however, 
as will in general be true, e is small relatively to HE and g 


relatively to G, equation (I) yields as an approximation . ==} 


and the ratio of the new to the old German price level is approxi- 
mately . It then follows from equation (II) that this is greater 


or less than unity according as m is greater or less than unity. 
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Provided, in short, that e and g are small relatively to # and 
G, a measure of general price level in Germany calculated in 
the more complex manner of this section will move in approxi- 
mately the same way as the mvasure postulated in the preceding 
section. It will probably, though not certainly, be affected by 
reparation payments in the same way. It is extremely improb- 
able, but not impossible, that, the English measure remaining 
unchanged, the German measure, after the payments have been 
imposed, will rise. 

10. The suggestion that, the English price level remaining 
unchanged, it is theoretically conceivable for the German price 
level to rise, presents itself to some persons, when looked at from 
the money side, as a violent paradox, which must be false. It 
is impossible, they hold, for the reparation goods to get out 
of Germany into England unless the price level in Germany 
falls relatively to the Englis’. price level. A consideration of 
the money mechanism involved renders this, as they hold, 
obvious. This view, I suggest, involves a misunderstanding 
of the way in which that mechanism works. To show this I 
postulate a state of things in which reparation payments leave 
the real ratio of interchange exactly what it was before: and 
in which, therefore, all the trade transactions that used to go on 
still go on with the reparation payments superimposed on them. 
If this state of things, which has been shown above to be theoret- 
ically possible, comes about, the price level, as defined in section 9, 
in both countries will, other things equal, be unaltered. There 
is no difficulty about the monetary mechanism. Both countries 
produce the sume quantity of goods for the same aggregate 
money cost of production as before. Therefore they have the 
same aggregate money incomes. But every year out of the 
money income of the reparation-paying country, Germany, there 
is transferred gratuitously to the reparation-receiving country, 
England, £50 million, say, in gold. This gold does not stay in 
England, but is immediately on receipt handed back to Germany 
in purchase of her reparation goods. There is nothing in the 
monetary mechanism to prevent this state of affairs from 
arising and continuing indefinitely. Nor is it any harder to 
envisage a monetary arrangement that would allow of the German 
price level actually rising. As before, the £50 million handed 
over annually to England in gold is handed back to Germany in 
purchase of reparation goods. But in this case equilibrium in 
respect of traded goods has been disturbed to the disadvantage 
of England. To restore equilibrium other gold moves from 
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England to Germany and stays there. On the basis of this, 
aggregate money income and the price level in Germany are both 
raised above what they were before. I am not, of course, sug- 
gesting that this is likely to happen. On the contrary, I have 
argued explicitly in section 8 that it is exceedingly unlikely to 
happen. The purpose of this section is simply to show that 
a consideration of the monetary mechanism involved yields 
nothing incompatible with the results of the earlier non-monetary 


analysis. 
A. C. Pieou 
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IMPERFECT COMPETITION AND FALLING SUPPLY 
PRICE 


THE conception of falling supply price was submitted to a 
severe examination by Mr. Sraffa in his article on ‘“ Laws of 
Returns under Competitive Conditions,” 1 and the subject was 
further discussed in the “Symposium on Increasing Returns and 
the Representative Firm ” 2 and in two articles by Mr. Harrod.® 
The upshot of the discussion may be summarised as follows: If 
competition is perfect, and if no frictions prevent firms from 
growing to their equilibrium size, then falling average costs for the 
individual firm cannot occur. Falling supply price for a particular 
commodity must then be due, if it ever occurs, to those economies 
of large scale depending solely upon the size of the single industry, 
of which Mr. Srafia doubts the existence. On the other hand, if 
frictions prevent firms from reaching equilibrium, or if com- 
petition is imperfect, so that in equilibrium the firms may be of 
less than optimum size, then falling average costs for the individual 
firm may occur, and the possibilities of falling supply price for the 
commodity are very much widened. The contribution that I 
hope to add to these conclusions is to demonstrate that while the 
presumption that average costs to the firm will be falling is far 
stronger than these writers suggest, the presumption that supply 
price will be falling is far weaker than they suppose. 

The problems which arise from the fact that firms take time 
to reach equilibrium will not be considered in this article. It is 
only with imperfect competition that I wish to deal. If the 
problems arising from the passage of time are ignored, the question 
which remains to be answered is this : Is the existence of imperfect 
competition sufficient by itself to account for falling supply 
price? In order to isolate this one question and to reduce 
it to manageable terms, certain severe assumptions must be 
made. 

To eliminate the problems connected with time I will assume 
first that the efficiency and the costs of individual firms do not alter 
with the passage of time, but only with changes in the scale of 


1 Sraffa, Economic JourNat, December 1926. 
2 Economic JOURNAL, March 1930. 
3 Harrod, Economic JouRNAL, June 1930, December 1931. 
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output; and secondly, that each firm is always in individual 
equilibrium, in the sense that it is always able to produce that 
output at which its marginal] gains are equal to its marginal 
costs. 

To isolate the effect of imperfect competition upon supply 
price it is necessary to assume that every other possible source of 
changing supply price is eliminated. I will therefore assume that 
every factor of production is homogeneous; that every factor is 
in perfectly elastic supply to the industry; and that there are no 
economies of large-scale industry. The last assumption requires 
to be elaborated. It entails that there shall be no external 
economies of the type which arise when some subsidiary industry 
is working under falling supply price, and it entails that there shall 
be no economies of lateral or vertical disintegration arising from 
the specialisation of firms upon a smaller number of products or 
upon fewer stages in the productive process. Lastly, it entails 
that the efficiency of every factor of production is independent of 
the amount of the factor employed in the industry. By these 
assumptions conditions are postulated in which, if competition 
were perfect, the industry would be producing at constant supply 
price. 

Finally, to simplify the problem, I will assume that all firms 
are alike in respect of their costs and of the conditions of demand 
for their individual outputs. 


If competition is not perfect, it is possible to draw up a demand 
curve for the output of each individual firm in the manner sug- 
gested by Mr. Sraffa.2 This individual demand curve will be 
influenced by the total demand for the commodity, by the prices 
charged by other firms, by the number of other firms, and by the 
nature of the market imperfection. The fact that when the 
market is imperfect the individual demand curve will also be 
influenced by the expenditure of the firm on advertising, providing 
facilities to customers, and so forth, presents a problem which has 
never been satisfactorily solved. ‘This problem can be evaded if 
we assume that the imperfection of the market arises solely from 
differences in transport costs incurred in respect of different 
purchases from the single firm, or from such differences between 

1 This does not, of course, entail that the firms are alike from the point of view 
of individual buyers. If they were, the market would be perfect. But indi- 
viduals with different scales of preferences, as between any one firm and the 
others, are assumed to be grouped symmetrically, so that the demand curves of 


the separate firms are all alike. 
2 Loc. cit., p. 546. 
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customers in their preferences for particular firms as cannot be 
altered by the action of the firms themselves. It may be objected 
that this assumption rules out all the most common types of 
market imperfection; but this objection, though certainly valid, 
is not relevant to the particular argument here set out. On this 
assumption there will be a definite demand curve for the output 
of each firm, independent of its costs. In order to increase its 
sales, the firm must lower the price at which it sells. Every 
decrease in the price charged by a firm will lead to some increase 
in its sales, but not to the indefinitely large increase which would 
occur if competition were perfect and the individual demand curve 
perfectly elastic. rom the individua] demand curve of each firm 
can be derived its individual marginal revenue curve.! This 
marginal revenue curve shows the increment of total receipts due 
to a unit increase in the output of the firm. It is this curve which 
governs the output of the firm. The profits of the firm are 
maximised when marginal revenue is equal to marginal cost, and 
the output of the firm in any situation will therefore be given by 
the intersection of the marginal revenue curve and the marginal 
cost curve of the firm. When this output is being produced, the 
firm is in equilibrium, in the sense that in the given situation it has 
no motive to increase or to reduce its output. Since we have 
assumed that all firms are alike, each must be supposed to act in 
the same way, so that a single price always rules throughout the 
whole market. 

The individual equilibrium of the firms is established in this 
way. We must next consider the equilibrium of the industry. 
If entry into the trade is possible, the industry will only be in 
equilibrium when profits are normal. If profits are more than 
normal, new firms will tend to enter the industry, and its output 
wil] tend to increase. If profits are less than normal, firms will 
tend to leave the industry, and its output will tend to decrease. 
Only when profits are normal will there be no tendency for the 
output of the industry to alter. 

The notion of free entry into the trade may appear at first 
sight to be incompatible with the notion of an imperfect market. 
The same causes which make markets imperfect—for instance, 
the goodwill of old-established firms—make entry difficult. If 
the market is imperfect, the prospect of profit necessary to tempt 
a new firm to enter it will therefore be higher than if it were 
perfect. But it does not follow that profits in the industry are 
more than normal, for the entry into other trades may be equally 

1 This is the “‘ increment of aggregate demand curve ”’ of Mr. Harrod. 
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difficult. The level of profits may be everywhere kept high by the 
existence of market imperfection, but it is only in a trade into 
which entry is unusually hard that profits will be unusually high. 
In any case, this objection is irrelevant, for under the conditions 
postulated the level of profits earned when the industry is in full 
equilibrium is independent of the size of the industry. It issufficient 
to define normal profits in respect to the particular industry, and it 
is that level of profits any excess above which will attract new 
firms. The proposition that the industry is in equilibrium only 
when profits within it are normal is then reduced to a tautology. 
It is only when no level of profits, however high, is sufficient to 
overcome the resistance which prevents firms from entering the 
industry, that this proposition fails to be true. When such a case 
occurs, we may say that the industry is always in equilibrium or 
never in equilibrium, whichever we please. 

I will postulate, therefore, that in our industry there is a 
certain level of profits which is normal in this sense. Then, since 
all firms are assumed to be alike, there is no difficulty in including 
normal profits in the long-period cost of the firm. Average cost 
for the firm will include the average, per unit of output, of the 
normal profit, along with other costs. It follows, when average 
cost is defined in this way, that the industry is in equilibrium only 
when price is equal to average cost. 

The equilibrium of the industry thus requires a double con- 
dition. Marginal revenue must be equal to marginal cost, and 
price must be equal to average cost. This double condition of 
equilibrium can be fulfilled only when the individual demand 
curve of the firm is a tangent to its average cost curve.? For if 
the demand curve everywhere lies below the average cost curve, 
no output can be produced at normal profits. And if the demand 
curve anywhere lies above the average cost curve, there will be a 
range of outputs at which an abnormal profit can be made; among 
these outputs the firm will choose the most remunerative, and 
profits will be more than normal. Only when the demand curve is 


1 It must be freely admitted, however, that this whole method of approach 
is very artificial, An increase in demand attracts new entrepreneurs to the 
industry directly, by opening up some new possibility of profitable investment, 
rather than indirectly, by making their mouths water at the sight of the high 
profits of the existing firms. The abnormal profits are a symptom rather than a 
cause of the situation in which new firms will find it profitable to enter the trade. 
But the artificial device of regarding the abnormal profits as a causal factor is of 
great assistance in simplifying the formal argument, and provided that its arti- 
ficiality is recognised, it seems permissible to make use of it. 

2 I am indebted for this proposition to Mr. R. F. Kahn, who, in turn, derived 
it by pursuing Mr. Sraffa’s argument to its necessary conclusion. 
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a tangent to the average cost curve will profits be norma].!_ Thus, 
whenever the demand curve of the individual firm lies above its 
average cost curve, new firms will be attracted into the industry 
by the abnormal profits, and their competition will lower the 
individual demand curve again until it is once more tangential to 
the average cost curve. For the output at which the demand 
curve and the average cost curves are tangential the marginal 
revenue curve must cut the marginal cost curve. This is obvious 
from the fact that at this output the difference between total 
revenue and total cost is at a maximum. In each diagram AC 
and MC are the average and marginal cost curves of the firms,® 
AR is the demand curve, or average revenue curve, MR is the 
marginal revenue curve. OM is the output produced when the 


mC 
AC 
P 
A 
AR 
Cc 
B 
M 
Fia. 1 


firm is in individual equilibrium, MC is the average cost of the 
output OM, and MP is the price. In Fig. 1 the firm is making 
abnormal profits. Then, although the firm is in equilibrium, the 
industry is not. The abnormal profit is shown by the area APCB. 


1 Mr. Harrod (Economic JourNAL, December 1931, p. 572) appears to suggest 
that the double condition of equilibrium—that price should equal average cost 
while marginal revenue equals marginal cost—will be fulfilled only by an accident. 
This suggestion is not confined, as he maintains (see EcoNoMIc JOURNAL, Septem- 
ber 1932, p. 492), to a mistake in drawing the diagram, but is embedded in the 
structure of his argument. 

2 A formal proof of this relation can be derived from Mr. Harrod’s formula 


(loc. cit., p. 570): M=A— = where M is a marginal value, A the corresponding 


average value, and « the elasticity of the average curve. For the output at which 
two average curves are tangential, A (in this case the price) is the same for each, 
and ¢e is the same foreach. Therefore M must be the same for each. 

3? These curves are shown as rising after a certain point. But one of the 
benefits of the method of analysis inaugurated by Mr. Sraffa is that it is equally 
applicable to cases in which the optimum size of the firm is indefinitely large. 


— 
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In Fig. 2 profits are normal, C and P coincide (average cost is equal 
to price), and the area APCB disappears. The double condition 
MC 

Ac 


AR 


~ 


Fia. 2. 


of equilibrium is thus fulfilled when the individual demand curve 
is a tangent to the average cost curve. 


We have now reached the first stage in the argument. In 
conditions of full long-period equilibrium it is not only true that 
average costs for the individual firm may be falling : they must be 
falling.1 But the question remains: Is it the case that falling 
average cost to the firm necessarily leads to falling supply price 
for the commodity? Each writer who has contributed to the 
discussion so far appears to regard the prevalence of falling supply 
price as established as soon as he has established the fact that 


1 Mr. Shove (in the ‘‘ Symposium ’’) and Mr. Sraffa do not contemplate full 
equilibrium of the type here described. They observe that under imperfect 
competition average costs for the firm may be falling, or may be rising, and this is, 
of course, perfectly correct, for the industry may be out of equilibrium. Mr. 
Harrod discusses long-period equilibrium, but he does not appear to recognise that 
the mere existence of imperfect competition is a sufficient explanation of falling 
average costs for the firm in equilibrium conditions, and that it is definitely 
incorrect to say that in equilibrium average cost may be rising. He resorts, for 
an explanation of falling average costs, to the fact that the optimum size of a firm 
(at which average cost is a minimum) may alter faster than the firm can grow 
(loc. cit., p. 574). This is a point of great interest, but it is not necessary to the 
matter in hand. The firm will be of less than optimum size, in an imperfect 
market, however long the optimum remains unchanged. Further, he introduces 
into the argument the reluctance of firms to combine, although competitive 
marketing costs may be reduced by amalgamation (loc. cit., p. 573). Here he is 
hard to follow. Surely the principal advantage of amalgamation arises not from 
a reduction in marketing costs, but from the fact that the elasticity of demand, 
for any individual productive unit, is less the larger the proportion of the total 
output that it controls? In more old-fashioned terms, is not the chief inducement 
to firms to amalgamate the prospect of making a monopoly profit? Until Mr. 
Harrod has discovered why, in the face of this inducement, firms are not combined, 
he has no reason to be puzzled that the possibility of saving on advertisement cost 
is not a sufficient inducement to make them combine. 

No. 168.—vou. coke) 
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average costs to the firm may fall. The purpose of this article 
is to challenge that view, and to show that, when average cost for 
the firm is falling, it by no means follows that supply price for the 
commodity is falling. 

Starting from a position in which the industry is in equilibrium, 
suppose that the total demand for the commodity is increased. 
The individual demand curves will then be raised, and since all 
firms are assumed to be always alike in respect of conditions of 
demand, all the demand curves will be raised in the same way. 
The output of each firm will then increase, and its average costs 
will fall. The price of the commodity may rise, fall, or remain 
constant,! but, in any case, the firms will receive a surplus profit 
in excess of the normal profit which is included in average cost 
(cf. Fig. 1). New firms will now be attracted into the industry ; 
since every factor is in perfectly elastic supply, these new firms will 
have the same costs as the old. The total output of the commodity 
will be further increased, and the competition of the new firms will 
lower the individual demand curves of old firms. A new position 
of long-period equilibrium will be established when the individual 
demand curves are once more tangential to the average cost curves. 

The question which I set out to answer still remains. In the 
new position will the price of the commodity be less than before ? 
Clearly the answer depends upon the manner in which the demand 
curves move as they fall back towards an equilibrium position.* 

If the individual demand curve does not alter its slope, it will fall 
back to exactly the same position as before. The output of each 
firm will be the same in the new position as in the old, and the 
increase in the number of firms will be in proportion to the increase 
in the total output. The price of the commodity will be unchanged. 

1 It would be possible to pause at this point and examine the short-period 
situation, but such a discussion would be lengthy and not immediately relevant to 
the argument. The short-period supply curve for a fixed number of firms in an 
imperfect market can be constructed by means of technique similar to that which 


is here employed. A discussion of Mr. Harrod’s treatment of the subject would 
start several fresh hares. 

2 It is therefore impossible to draw up asupply curve for the commodity with- 
out postulating what type of change in demand is to occur. This difficulty does not 
only arise, as Mr. Harrod appears to suggest (loc. cit., p. 572), from the fact that 
the individual demand curves may not be independent of the cost curves of the 
firms. It has equal force when the individual demand curve cannot be affected 
by expenditure undertaken by the firm. But I think it is misleading to have the 
feeling, which I myself had for a long time, that the supply curve under perfect 
competition really is a supply curve in a sense in which all other supply curves are 
not. In every case, in drawing up a supply curve, it is necessary to make some 
assumption about the conditions of demand for the separate firms. The assump- 
tion of perfect competition is merely the simplest and the most usual of all the 
assumptions that can be made. 
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If the individual demand curve is less elastic in the new position, 
it will reach an equilibrium position in which its point of contact 
with the average cost curve is to the left of the old point. The 
output of each firm in the new situation will be smaller than in 
the old situation. The increase in the number of firms_will there- 
fore be more than in proportion to the increase in output. Since 
the output of the individual firm has decreased, its average cost 
will be raised, and the price of the commodity will be raised. 


AR, 


M, M2 
Fic. 5. 
Conversely, if the individual demand curve is more elastic 
in the new situation, the price of the commodity will be lowered. 


In each diagram AC is the average cost curve of the firm, AR, 
002 
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and AR, are the old and new demand curves, OM, is the output of 
the firm in the old situation and M,P, its price. OM, is the output 
in the new situation and M,P, its price. In Fig. 3, M,P, is equal 
to M,P,. In Fig. 4, M,P, is greater, and in Fig. 5, less, than 
M,P;. 

From this analysis we can obtain the answer that, in the 
conditions postulated, an increase in the total demand for the 
commodity may either raise or lower its price, or leave it unchanged. 
The conclusion reached in the “Symposium” that the mere 
existence of market imperfection may account for falling supply 
price is therefore confirmed, but the suggestion that it is likely to 
lead to falling supply price is not supported by the formal argu- 
ment. Some kinds of increase in demand will lower price, and 
some will not. 


But less purely formal considerations must also be taken into 
account. We must inquire what type of change in demand will 
lower price and what types would raise it or leave it unaltered. 
A full discussion of this topic would lead us far afield, and I will 
here do no more than suggest an example of each type. 

First consider a case in which price will be unchanged. This 
might occur if the increase of demand came about by the addition 
to the market of a new group of customers. As new firms are 
set up, these additional buyers, whose demand was temporarily 
satisfied by the old firms, may be supposed to forsake them for the 
new firms; the demand curves of the old firms would then fall back 
to their former position, and the new demand would be satisfied 
by the new firms. For example, suppose that the imperfection of 
the market is due to differential transport costs, and that the 
increase in demand comes entirely from a fringe of newly-estab- 
lished suburbs on the outskirts of a town. The inhabitants of the 
suburbs would at first buy from the various firms in the centre of 
the town, but as soon as firms were set up in their own districts, they 
would transfer their custom to the new firms. The elasticity of 
the individual demand curve would then be the same as before. 

Next consider a case in which price is raised by the increase in 
demand. This would occur, whatever the nature of the initial 
rise in demand, if the new firms, when they enter the industry, 
attract away all the most fickle customers of the old firms, and 
leave only those who are more strongly attached to them. The 
individual demand curves would then become less elastic. There 
may have been, for instance, a fringe of customers attached to the 
market of each firm who were never provided for in the manner 
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which they would really have preferred (for instance, the location 
of the old firms may all have been equally inconvenient for them). 
They were indifferent between the old firms. But the increase in 
total demand has called into existence firms which exactly meet 
their various requirements. The indifferent fringe of the old 
markets now disappears, and the new firms are each provided with 
a group of buyers whose preference for their wares is strong. The 
elasticity of the individual demand curves is then less than before. 

Lastly, consider a case in which the price falls. This would 
occur if the increase in demand were spread evenly over the whole 
market—for instance, by a uniform increase in the density of 
population—and if the new firms were set up, so to speak, in 
between the old firms (either geographically or in respect of 
special qualities which appeal in various degrees to different 
customers). The difference, from the point of view of buyers, 
between any one firm and the next would thus be reduced, the 
customers of each firm would become more indifferent, and the 
elasticity of demand would be increased. 

There are some grounds for supposing that the last type of 
change in demand is the most frequent. It may therefore be 
considered probable that an increase in total demand will lower 
price rather than raise it. It is worth while to remark, however, 
that successive increases of demand of this type would ultimately 
remove market imperfection altogether, and establish the optimum 
size as the equilibrium size of the firms; but in considering the 
imperfection of the market as independent of the action of the 
firms, I have drawn a highly simplified picture of the conditions 
which prevail in the real world. In the real world, when a firm 
finds that the market is becoming uncomfortably perfect, it can 
resort to advertisement and other devices which attach particular 
customers more firmly to itself. If a number of firms all act in 
this way, the market is broken up again and the equilibrium size 
of the firms is reduced. 


The assumptions on which this analysis has been made are 
extremely severe. If they are relaxed, the case in favour of the 
view that falling supply price will be a result of imperfect com- 
petition is considerably strengthened. The assumption that all 
firms are alike does not affect the argument, and was made merely 
for simplicity of exposition. By removing it, varigus complica- 
tions are introduced, some of which will tell in favour of falling 
supply price and some of which will tell against it, and the result 
may be in either direction. 
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To remove the assumption that firms are always in individual 
equilibrium makes way for the influences, connected with the 
passage of time, which, according to Mr. Shove’s analysis,! may 
lead to falling supply price. Into this field I shall not enter, but 
it is worth while to observe, in passing, that it is intimately 
connected with the problem of market imperfection, since the 
same factors which make the market imperfect, such as goodwill, 
may retard the rate at which an individual firm can grow. Thus 
market imperfection may also have a share in causing whatever 
types of falling supply price arise from the influence of time. 

Finally, the removal of the assumption that there are no 
possibilities of lateral and vertical disintegration very greatly 
strengthens the case in favour of falling supply price. Even under 
perfect competition the disintegration of firms may occur. But 
under perfect competition we must assume that for each scale of 
the output of an industry the maximum profitable degree of 
specialisation is already obtained. When the market is imperfect, 
the process of disintegration of firms is very much impeded, and a 
degree of specialisation that would be profitable under perfect 
competition is not profitable when competition is imperfect. 
There is here, therefore, a reservoir of potential economies of 
large-scale industry; an increase in the total demand for the 
commodity, leading to changes in the individual demand curves, 
may have the effect of releasing these potential economies by 
making a degree of specialisation profitable which was not profit- 
able before. In short, an increase in the total demand for the 
commodity, when the market is imperfect, is far more likely to 
lower the average cost curves of the firms than when the market is 
perfect. 

It therefore appears, after all, to be highly probable that 


falling supply price is a result of imperfect competition. 
JOAN ROBINSON 


1 “* Symposium,” p. 113. 


4 
4 


HOW DO WE WANT ECONOMISTS TO BEHAVE? 


TuE following pages are devoted to a discussion of the views 
as to the functions of economists which Professor Lionel Robbins 
has recently set forth in his book, The Nature and Significance 
of Economic Science. That book has already been noticed in the 
Economic Journat (Vol. XLII, pp. 424-7). But the issues it 
raises are so fundamental for the conduct of economics that a 
further examination of its main contentions is perhaps worth 
attempting. We cannot, of course, do justice to all that Pro- 
fessor Robbins has to say. Many of his subsidiary discussions 
are highly illuminating and important, and his book would be 
worth reading for them alone. It is not with these, but with 
his main thesis that we are here concerned. 


1. The task Professor Robbins has set himself is twofold : to 
provide a definition of economics, and to discuss the range and 
validity of its conclusions and their relevance for social policy. 
Now it is not evident that the former of these tasks should come 
first. In studying any concept it may well be worth while to 
know what individuals and species are included under it before 
attempting to formulate the common attribute which unites 
them. But Professor Robbins has preferred the austerer method 
of first establishing a definition of economics, and then deducing 
from it the activities to which the name applies. Everything, 
therefore, turns upon the definition. If it is satisfactory it may 
be expected to lead to helpful conclusions as to the nature and 
significance of economics; if it is not it may taint the whole of 
the subsequent discussion with uncertainty and error. 

2. For Professor Robbins the problem of economics is the 
problem of “economising.” We assume a community, each 
member of which has various needs or desires. We further 
assume that owing to the inadequacy of their resources, ‘“ not 
all that men desire do they obtain.” Their means are limited 
in comparison with their ends, and they must therefore choose 
between the ends. They must make up their minds what to 
retain and what to sacrifice. In order to do this some kind of 
pricing process is necessary. Values must be set upon the avail- 
able resources so as to restrict their use to the purposes for which 
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they are most urgently needed. This process, in Professor 
Robbins’ view, is the subject-matter of the economist. He 
studies ‘‘ human behaviour as a relationship between ends and 
scarce means” (p. 15). He examines “the implications of the 
different ends we may choose ” and “‘ makes it possible to select 
a system of ends which are mutually consistent with one another ” 
(p. 136). But he is not concerned with either the ends or the 
means themselves. His subject is neither ultimate values nor 
material resources, but scarcity. 

3. This view of the subject-matter of economics—it is broadly 
the view of the Austrian school—leads to certain important con- 
clusions. But before we examine them let us note the method 
by which it is arrived at. Professor Robbins gives his readers 
three definitions of economics to choose from: one which makes 
economics the study of the causes of material welfare (pp. 4-11); 
a second which identifies it with the investigation of the pheno- 
mena of an individualist exchange economy (pp. 16-20); and 
thirdly, the definition in terms of scarcity and the distribution 
of means among ends. Having shown that in certain respects 
the first two are unsatisfactory, he assumes without further ado 
that the third is correct, merely pausing to point out (pp. 21-22) 
that it avoids the errors of one of the other two. This not merely 
begs the question (to which we shall return) whether a precise 
definition of the subject-matter of economics is possible or neces- 
sary, but it makes no attempt to justify the definition advocated 
in its own right. We can admit unhesitatingly both that the 
problem of scarcity (or value) is one which lies at the very heart 
of the economist’s work, and also that Professor Robbins’ descrip- 
tion of it as the problem of the distribution of scarce means 
among given ends has certain clear advantages over alternative 
formulations.! Is this a sufficient ground for accepting it as a 
final account of the subject-matter of economic studies ? 

4. In the first place, Professor Robbins shows that if economics 
is a study of the relationship between means and ends, it follows 
that it is indifferent as between the ends themselves. ‘‘ There 
are no economic ends,” he declares (p. 129). ‘* There are only 
economical and uneconomical ways of achieving given ends. We 
cannot say that the pursuit of given ends is uneconomical because 
the ends are uneconomical; we can only say it is uneconomical 
if the ends are pursued with an unnecessary expenditure of 
means.” On the face of it this is almost a contradiction in 


1 In particular it avoids the need of assuming a hedonistic psychology 
(pp. 83-86); and it brings out the relativity of economic quantities (pp. 45-63). 
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terms. If he admits—as he clearly does—that it is an objection 
to a given way of achieving a purpose that it is “ uneconomical,” 
then he is implying that “economy ” is an end and that waste 
is bad. He is assuming that “ rational,” 7.e. economical, choice 
is something worth striving for, and that this end is something 
with which the economist is directly concerned, and towards 
which he cannot be indifferent.1 Moreover, it is an end the 
value of which is not universally esteemed. Some of us are pre- 
pared to go to almost infinite trouble to avoid being wasteful ; 
others, on the contrary, regard such carefulness as petty and 
degrading. Some of us find rational choice for the most part 
easy, others difficult. Some governments are anxious to win the 
approval of economists for their policies, others do not seem to 
care. All these contrasts represent different estimates of the 
importance of ‘“ the economic end ’’—the elimination of waste. 

Again, the problem of the incompatibility of different ends 
may involve problems with which economists have nothing to 
do. Professor Robbins accepts Mayer’s distinction between 
questions of economics and of technology on the ground that in 
the latter ‘‘ there is one end and a multiplicity of means,”’ whereas 
in the former “ both the ends and the means are multiple ” 
(p. 35). But is it true that in technical problems there is never 
a multiplicity of ends? If I build a house for myself I have at 
least two ends in view—room and shelter for myself and my 
belongings, and warmth. To a certain extent these ends are 
conflicting ; for the larger my house is the less easily can it be 
warmed—the less warm will it be with a given amount of fuel. 
Let us assume that my decision as to the size of the house is 
determined simply by the relative values to me of warmth and 
space. The only person who can help me is the person who can 
give details as to how much I shall sacrifice in heat for every 
additional cubic foot of room. Questions of this kind are technical 
and not economic. And yet they are questions of the extent to 
which different ends may be jointly achieved—of the disposal of 
spare resources. 

Or let us take the example which Professor Robbins himself 
gives (p. 136n.). He rightly observes that it is “ objectively 
inconsistent ” to arrange to be in two different places at the 
same time. But the problem of overcoming, as far as is possible, 


1 In the last paragraph of his book (p. 141) the doctrine that the significance 
of economics rests upon the assumption that rational choice is something which 
is desirable in itself is explicitly stated and proclaimed. The inconsistency of 
this with much of the earlier parts of the argument is as clear as it is regrettable. 
See also below, § 7. 
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this inconsistency is not one of economics but of the technique 
of rapid locomotion. To know whether we could be in Oxford 
for lunch and in Cambridge for tea we should apply not to an 
economist but to a motor engineer (or a specialist in railway 
time-tables).1 

5. But these are largely matters of dialectical interest. Of 
far greater moment are the objections that may be brought 
against Professor Robbins’ definition from the opposite point of 
view. He is really concerned not to expand but to contract the 
area of economic studies. He believes that in the past economists 
have been too ready to spend their time on subjects but remotely 
connected with their main theme. And he calls on them to give 
up these outlying territories and return to the analysis of the 
pricing process (pp. 3, 407.). Indeed a great part of his book 
is taken up with indicating topics with which the economist is 
not concerned. Economics, he urges, is not psychology, and the 
economist must not study the subjective basis of demand and 
supply schedules, or the reasons which lead people to choose 
between different ehds as they do (pp. 83-86). Economics is not 
technology, and the economist must not study the organisation 
of industrial or agricultural production, except in so far as it is 
directly involved in phenomena of pricing and costing (pp. 31- 
37). Economics is not economic history, and the economist is 
not concerned with the development of economic or social insti- 
tutions (pp. 37-40, 92-94). Finally, economics is not ethics, 
and the economist must confine himself to what is and not venture 
upon discussions of what ought to be (pp. 120-35). Thus he 
may not consider problems of welfare, of the pleasantness or 
unpleasantness of labour or the effects of changes in the distri- 
bution of income, except in so far as these things express them- 
selves in altered demand and supply schedules. He is debarred 
as an economist from investigating the significance for the com- 
munity of advertising, though he may presumably discuss its 
productivity to the advertiser. The whole question of the re- 
lationship between private and community interests, and of the 
possibility of establishing a greater harmony between them than 
at present exists, lies outside his sphere. The study of unemploy- 
ment is to be admitted only so far as it can be treated in the 


1 Professor Robbins remarks on the above illustration: ‘It is this kind of 
inconsistency which in the sphere of social policy (my italics) scientific economists 
should make it possible to eliminate.” The words italicised concede that 
economics is more concerned with some problems of scarcity than with others; 
and further that it is in some sense specially connected with politics. But this 
hint is not followed up. 
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language of the price system. Even discussions as to the nature 
and significance of economic science belong not to economics 
but—we may suppose—to logic or philosophy. 

The list of prohibitions is formidable. Before we can take it 
seriously, we must ask what are the sanctions which enforce it. 
What has the would-be economist to fear from overstepping the 
limits laid down? We need not dwell upon a verbal danger which 
confronts him—that he may be refused the name of economist 
by Professor Robbins and his associates; for the weight that is 
to be attached to Professor Robbins’ opinions must ultimately 
rest on the arguments which he can advance in support of them.* 
And in fact a careful perusal of his work suggests two such 
arguments. 

6. First of all, he seems to say, it is improbable that time 
spent upon the outlying problems will lead to worth-while results, 
at any rate if treated in isolation. Economists, he urges, have 
been tending towards irrelevant over-specialisation—towards the 
“ multiplication of activities having little or no connection with 
the solution of problems strictly germane to their subject ”’ (p. 3). 
And he argues that until one understands the “ central theoretical 
problems ” one is apt to go off on false scents, and to attempt 
questions which cannot be solved by economics. 

This argument, so far as it goes, is both true and important. 
We need not question the dangers of sectionalism in economics, 
as in all branches of thought or action. Nor need we doubt 
that much time is wasted by economic “ sectionalists ’»—though 
it will hardly be asserted that waste of time is unknown among 
workers in the narrower field of the pricing process. But to 
admit this is no ground for proposing that al/ economists should 
devote themselves to the “central” problem: they are surely 
sufficiently numerous for some division of labour to be both 
possible and desirable, and not every economist has the intel- 
lectual equipment necessary for grappling with the subtleties of 
theoretical analysis in its more abstract forms. And if as a 
consequence of over-specialisation some economists do less 
valuable work than they might, then that may be a reason for 

1 Nevertheless it is important that this ‘‘ authoritarian ” sanction should be 
bornein mind. The fact that an influential body of economists defines economics 
in a particular way is likely of itself to lead people to conform to their point of 
view, even if on analysis reason may be found for rejecting it. This is indeed 
the main justification for attempting to define economics at all—or for quarrel- 
ling with the definitions given by other people. 

We may note here that in this essay we are using the word ‘ economist ”’ to 


refer to any person who has some understanding of the technique of economic 
reasoning. This is not, of course, offered as an adequate definition. 
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calling them bad economists, but it is not a reason for saying 
that their subjects are not a part of economics. 

7. The second of Professor Robbins’ sanctions is perhaps 
more important. Only in the study of the distribution of scarce 
means among competing ends, he urges, can the economist hope 
to achieve reliable results. The system of generalisations which 
the analysis of this problem yields are all deductions from self- 
evident first principles, and can claim to represent a body of 
scientific truth. If the economist ventures outside this field he 
is passing from the certain to the speculative; he must rely on 
psychological or ethical theories which are in themselves far from 
unquestionable, but which as an economist he is not competent 
to criticise. And his results can no longer claim to be necessarily 
true. They are not scientific. Professor Robbins takes for 
granted that economics is a science, and deduces that its subject- 
matter must be confined to what is capable of yielding a priori 
certain results.1 

To this, however, two replies may be made. First, it is not 
in the least a necessary part of the concept of a science that it 
should yield a priori certain results. The certainty of many of 
the best attested laws of physics is rather a matter of high induc- 
tive probability than of necessity.2, Nor can the phenomena of 
life and evolution be effectively studied by a priori methods. 
Yet physics and biology are recognised as sciences not less than 
geometry or mechanics (p. 83). Why not also acknowledge an 
a posteriori economics? If by means of speculation, observation 
or experiment it is found possible to make generalities about 
economic phenomena which have a measure of inductive certainty, 
why should they not be added to the corpus of scientific know- 
ledge ? 

Let us take Professor Robbins’ own main example. He 
rejects all investigations into the significance for social welfare 
of a policy of reducing existing inequalities of incomes (pp. 58, 
120-26). No conclusion, he holds, can be reached on such a 
question ; for, first, welfare cannot be quantitatively expressed ; 
and, secondly, it is not possible to equate the welfare or utility 
of different people. We cannot know how much in terms of 
real goods a poor man will gain or a rich man will lose by a trans- 


1 The point of view elaborated in this paragraph is nowhere explicitly stated 
by Professor Robbins. But it is implied throughout the latter part of his book. 
See in particular the first section of Chap. V (pp. 96-7) and still more the dis- 
cussion (pp. 120-26). 

2 See, for example, the recent address of Dr. C. D. Ellis before Section A of 
the British Association (York, 1932). 
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ference of wealth between them; because this transference will 
of itself alter the prices of consumable commodities, increasing 
the scarcity of those demanded by the poor man, and decreasing 
the scarcity of those demanded by the rich man. And we cannot 
compare the satisfaction gained by the poor man from any 
increase in material wealth which he does in fact secure with 
the satisfaction lost by the rich man, unless we adopt the wholly 
arbitrary assumption that the two have equal capacities for 
deriving satisfaction from material wealth. 

These are real difficulties, and it is important that they should 
not be forgotten. But are they such as to render the problem 
incapable of any solution whatever, or to remove it from the 
field of economics? The first one ought to be capable of yield- 
ing to the kind of analysis which is of the essence of economic 
technique. Professor Robbins points out (p. 58) that a policy 
of equalising money incomes would first of all express itself in a 
rise in the working-class cost of living. He could have-gone on, 
had he chosen, to show the reactions of that upon production— 
the tendency of entrepreneurs to move away from the produc- 
tion of luxuries, and towards that of necessities or ‘‘ comforts,” 
as equilibrium reasserted itself. Admittedly any estimate of the 
resulting real increase in the standard of living of the poorer 
classes would be provisional. But that is no ground for 
denying that it is a fit subject for economic investigation. On 
the contrary, the translation into real terms of the effects of 
changes in the monetary distribution of income is a problem 
which only the economist can have any hope of solving. He 
should regard it as an obstacle to be overcome, not as a proof 
that the whole subject of income transference lies outside his 
sphere. 

The second difficulty requires treatment of a different kind. 
It is true that there is no way of making quantitative compari- 
sons between the satisfactions of one person and those of another. 
Indeed the whole conception of quantitative comparison between 
different personalities may be at bottom meaningless. Neverthe- 
less (p. 124), we do make such comparisons in ordinary life. We 
should not hesitate to say that a gramophone would be a source 
of greater satisfaction to a music lover than to a man who is 
deaf. And if it happened that the music lover was poor, and 
could not afford a gramophone, whereas the deaf man possessed 
a gramophone because he liked its appearance as an article of 
furniture, then we should find no difficulty in concluding that to 
transfer it from the latter to the former would represent a net 
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increase (other things remaining the same) in welfare. The loss 
to the loser, we should hold, would be less than the gain to the 
gainer. 

Now this result can be generalised. If we admit that in a 
particular case one person’s satisfaction from the possession or 
use of an article would be greater than another’s, then we admit 
the theoretical possibility of comparing satisfactions in general. 
And this carries with it the implication—again as a theoretical 
possibility—that the satisfactions of different people may be not 
merely greater or less than, but also equal to one another. We 
have, of course, no ground for hoping for quantitative accuracy. 
We can neither identify equality, nor measure inequality, in 
given examples. But we can make the general proposition that 
if satisfactions could be measured, then the redistribution of 
incomes so as to equalise the “marginal utility of money ” 
throughout the community would maximise welfare. And if we 
further agree that there is in the present organisation of society 
no ground for supposing that poor men are in general less capable 
of enjoying a given amount of wealth than rich men, it will follow 
that a levelling up of incomes is likely to increase total satisfac- 
tions; though we may also argue that as riches give their pos- 
sessors standards of comfort which can only be given up at the 
cost of considerable hardship, welfare is likely to be increased 
more if the elimination of inequalities of income is effected gradu- 
ally than if it is introduced with revolutionary suddeuness. In 
such conclusions the metaphysical doubt remains. We cannot 
prove, “as a matter of ascertainable fact ” (p. 124), that we shall 
increase satisfactions by getting rid of gross inequalities of in- 
come, because satisfactions are not capable of quantitative 
measurement, and I cannot know how much enjoyment you 
derive from a symphony of Beethoven, nor you how much I 
derive from a pint of beer. But all social relations are shot 
through with ultimate uncertainties of this kind. And economics 
is a social study. It cannot really expect to keep itself for ever 
within the realm of deductive necessity. 

There is indeed, in Professor Robbins’ view, a still further 
objection to welfare investigations: they imply, he says, a value 
judgment—that welfare ought to be maximised—and economics 
is concerned with what is, and not with what ought to be (pp. 
124 ff.; cf. pp. 182ff.). This astonishing argument scarcely 
requires refutation. Discussions of what is and of what ought 
to be are often linked together in the closest and most intricate 
manner—as Professor Robbins has admirably illustrated in his 
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own book.! Moreover, as we have seen, he himself concedes in 
his last paragraph (p. 141) that the significance of economics 
depends upon an “ought” proposition—the proposition that 
one ought to choose rationally. For most people this precept 
will not appear more self-evident than that which enjoins the 
maximisation of welfare. And if analyses which are designed to 
assist rational choice are legitimate, so by the same token are 
analyses which are designed to assist the maximisation of welfare. 

8. So far we have been concerned with the range of economic 
problems. We may turn now to the range of data which may 
be taken into consideration within any given problem. Professor 
Robbins in an important passage (pp. 115-19) discusses the dis- 
tinction which has been drawn between the “ endogenous ”’ and 
“exogenous” factors in an economic situation. The former 
represent the forces which are necessarily involved in the working 
of the pricing process, the latter are the forces which affect the 
data on which the pricing process rests. Thus (p. 116) a fall in 
the foreign exchange value of a currency following upon an 
increase in its volume is an “‘ endogenous ” change. It is a simple 
consequence of the elementary principles of scarcity. But if the 
country goes off the gold standard, and the government there- 
upon increases the volume of money still further, that is some- 
thing “ exogenous’; it is a matter of policy, of a change in the 
conditions of the supply of money, rather than of the working 
of the laws of supply and demand. Now of these two kinds of 
change the former alone, Professor Robbins holds, is properly 
to be called economic, for it alone is capable of certain deductive 
elucidation. But for practical purposes, he points out, economists 
sometimes find it desirable to take into account “‘ exogenous ” 
factors also. In discussing Protection, for instance, they allow 
for the possibility that tariffs may lead to political corruption, 
or that free trade may weaken a country’s powers of resistance 
in time of war. Such excursions into “exogenous” fields are 
legitimate so long as it is clearly recognised that they do not 
form part of economics proper, and that the economist cannot 
pronounce about them with the confidence which may reasonably 
be expected of him in his own sphere. 


1 The avowed purpose of the book is to show how economics ought to be 
studied by elaborating what it is. Compare also p. 23, ‘‘ Economics is entirely 
neutral between ends,” with p. 31, ‘‘ Economics is in no way to be conceived ” 
—ought not to be conceived—‘ as being concerned with ends as such.” 

Broadly speaking we may say that as a matter of history what ought to be 
must be rigidly distinguished from what is, but that in theoretical or formal 
studies they fuse together. But we cannot stop to elaborate this. 
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With much of this there is no cause for disagreement. The 
distinction between endogenous and exogenous changes is useful 
and illuminating. And it is, of course, all to the good that 
economists should know the precise degree of certainty which 
their results possess. And if this were really the substance of 
Professor Robbins’ case,! no further discussion would be neces- 
sary. But it is to be feared that Professor Robbins has not fully 
recognised the implications of his admission that the economist 
may and ought to interest himself in “ non-economic ” matters. 
The connections between exogenous and endogenous factors are 
elaborate and extensive, and in many economic problems we 
cannot treat them separately—we need to know how they react 
upon one another. No study of a period of inflation, for example, 
can be adequate which does not explain the exogenous effects of 
endogenous changes; how a fall in the external value of the 
currency may lead speculators and rentiers to believe that it will 
fall still further, thereby bringing about a fall in their demand 
schedules as a result of which their beliefs are realised; or how a 
similarly caused speculative rise in internal prices may lead to a 
serious temporary shortage of currency, and so give the govern- 
ment an excuse for believing that it ought to inflate still further. 

Moreover, we cannot assume that the two types of change 
are always easily distinguishable. On the contrary, in certain 
circumstances the question whether a given phenomenon is 
exogenously or endogenously caused—whether, for example, a 
stock exchange boom is the result of speculative mania, or of an 
increase in the supply of capital relative to the demand for it *— 
may itself constitute a problem of some difficulty. Surely, then, 
it follows that the distinction between endogenous and exogenous 
factors is one which falls within the sphere of economics, and 
that the economist not merely may but must concern himself 
with issues which lie outside the sphere of the pricing process in 
its strict sense. 

A similar line of argument may be applied to the wider ques- 
tion of the relation between deduction and induction. Professor 


1 See p. 118n.: “It is more accuracy in mode of statement, not over- 
austerity in speculative range for which I am pleading. . . . All that I am con- 
tending is (sic) the desirability of separating out the kind of generalisation which 
belongs to ‘ exogenous fields ’ from the kind which belongs to economies proper.” 
It is difficult to reconcile this with Professor Robbins’ earlier protests against 
the over-diversification of economists’ activities (pp. 3, 40 .), or with his emphatic 
rejection of the possibility of fruitful speculation on the subject of the equalisa- 
tion of incomes (pp. 120-26). 

2 See an article by the present writer entitled ‘‘ The Significance of the Stock 
Exchange Boom ”’ in the American Economic Review for June 1932. 
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Robbins recognises the usefulness of the latter for various sub- 
sidiary purposes; but he points out that by themselves empirical 
investigations can do no more than yield historical results; to 
be really fruitful they require analytical interpretation (pp. 101- 
109). This is true, and indeed obvious. Few people will be 
found nowadays to subscribe to the doctrine which Professor 
Robbins cheerfully attributes to the American school of “ Insti- 
tutional” economists, that economics can dispense with deduc- 
tive analysis.1_ But to show that deduction is an essential part 
of the economist’s work is not to show that empirical studies 
are necessarily subordinate and ‘‘ penumbral.” In some problems 
they may play but little part; the task of collecting facts may be 
subordinate to, and come wholly before (or wholly after) analysis. 
But in others they are closely interwoven. A deductive argu- 
ment will suggest a question of fact, the answer to which may 
require further deductive analysis, leading to still further induc- 
tive investigations, and so on. In cases of the latter type theory 
and empiry represent not different fields of research, but different 
tools of research. Deduction without induction is empty: 
induction without deduction is blind. 

9. Nor will it do to answer (p. 118, 1. 2) that the inclusion 
of these wider considerations—exogenous factors, and empirical 
studies—is legitimate for practical purposes only, and cannot be 
tolerated in the narrow field of pure theory. For the distinction 
between the theoretical and the applied is in economics at best a 
provisional one. This is, indeed, the essential difference between 
the social and the natural sciences. The physicist or biologist 
has his subject-matter given him by nature, and he can study 
it solely with a view to arriving at the truth, leaving the question 
of what practical utility may be derived from his results to 
specialists in the applied field—to electricians and engineers, to 


1 Professor Robbins’ inability to be fair to the Institutionalists is much to 
be deplored. (See, for instance, his witticisms in Economic JouRNAL, Vol. XL, 
pp. 411-12). It may be admitted that some representatives of the school have 
occasionally made excessive claims for the self-sufficiency of quantitative studies. 
But the professions of economists are not always a safe guide to their practice— 
as Professor Robbins gladly recognises when it suits him (see pp. 25-6 and 84-5). 
And in fact the essential characteristic of Institutionalism is not the denial of 
the usefulness of analysis, but the belief that the most fruitful field for economic 
research, whether deductive or empirical, is to be found in the concrete problems 
of economic organisation rather than in the niceties of value theory. With this 
doctrine Professor Robbins may not agree. But if he had taken the trouble 
to understand it he might have been saved from the gross blunder of talking of 
Veblen and Hamilton (the only two Institutionalists whom he mentions by name, 
apart from Professor Wesiey Mitchell) as though their work were purely inductive 
or quantitative. 
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doctors and stock-breeders. Economists, on the other hand, are 
faced continually with practical questions. Their theoretical 
work is important not so much because it yields truth as because 
it provides a technique whereby practical and social problems 
may be solved. Knowledge in economics is valuable as being 
fruit-bearing” rather than light-bringing —as assisting 
human well-being rather than as providing knowledge of ultimate 
reality. 

This constitutes our second answer to Professor Robbins, when 
he holds over economists the threat of not being called scientists 
if they refuse to abide by his definition of economics. If by a 
science is meant the building up of a system of knowledge for its 
own sake, then economics is not a pure science. Its investigations 
are bound up with practice, and it is by its practical usefulness 
that it must be judged. 

10. From this conclusion a series of important results follows. 
For we need no longer demand that the boundary line between 
economics and other fields of study should be capable of sharp 
demarcation. We have seen the result of Professor Robbins’ 
attempt to provide such a demarcation; how it led him to exclude 
from the notice of economists, at least in their professional 
capacity, various topics which are important in themselves, and 
which only an economist can discuss with any real hope of reach- 
ing a successful outcome. Such are, outstandingly, all the many 
questions affecting the goal of economic policy—the desirability 
of equalising incomes or abolishing private property in the means 
of production, for example; the possibility of establishing greater 
harmony of interests than at present exists between entrepreneurs 
and the community as a whole, and the methods whereby this 


might be accomplished; the advantages and disadvantages of ~ 


organising the economy on a communist or co-operative basis. 
If Professor Robbins has his way the economist will ignore these 
problems, except, perhaps (pp. 133-4) in so far as they stimulate 
his meditations upon the pricing process. But in that case who 
will give them the serious consideration which they deserve ? 
Professional moralists will not; for their business, pace Professor 
Robbins, is not to discuss what ought to be in the economic 
sphere, but rather to study the conception of what ought to be 
in general, and the nature of ends as such. Psychologists will 
not; for they are concerned primarily with the laws of human 
nature and behaviour, and not, except incidentally, with the 
political and economic framework in which they manifest them- 
1 Cf. Keynes, Scope and Method of Political Economy, p. 183. 
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selves. Historians will not; for their interest is in the past, 
not in the future. If economists dare not, then these problems 
will be left to “ practical”? men; to demagogues and fanatics, 
with no interest in logical reasoning and no knowledge of economic 
technique. ‘‘ The border-lands of economics,” writes Professor 
Robbins (p. 83), “ are the happy hunting-ground of the charlatan 
and the quack.” It will be a pity if they are left in undisputed 
possession. And the right persons to oust them are economists, 
for economists alone have the equipment for cultivating these 
“ ambiguous regions,” and making a garden where now is a 
desert. 

So, too, with the study of economic institutions. Economists 
need not fear that they are trespassing unwarrantably on the 
territory of historians if they interest themselves in the nature 
and evolution of the main features of current economic life—in 
the machine technique and the organisation of enterprise, in 
private and public property, in markets and marketing. These 
subjects are not in any exclusive sense historical. For on the 
one hand they require, and will repay, theoretical treatment ; 
and on the other hand, if they are successfully carried through 
they may help us not merely to know the past, but also to under- 
stand the present and control the future. Professor Robbins’ 
distinction (pp. 36-38, 92-94) between the “ economist ” who 
studies the principles, and the “ economic historian ” who studies 
the factual expressions, of the pricing process, is too neat. In 
order to give a complete explanation, however theoretical, of 
man’s economic behaviour, we must see it in its institutional 
setting, no matter if that involves us in excursions into “ history,” 
past or contemporary. 

Similarly, economists have no cause to disdain the help of 
psychology. Professor Robbins properly shows (pp. 83-86) that 
the economic theory of value does not depend on any particular 
psychological doctrine. But it does not follow that economics 
has nothing to learn. from psychology. The status of the “economic 
man ”’ is a case in point. Professor Robbins argues (pp. 87 ff.) 
that he is merely a pedagogical device—that it is convenient as 
a first approximation to talk as though people were actuated 
purely by pecuniary motives, but that the propositions enunci- 
ated remain true, in general, even when this assumption is re- 
moved. This is true; but it is not the whole truth. For, as 
J. N. Keynes pointed out, the economic man need not be thought 
of as acting from selfish motives, but merely as attaining what- 


1 Op. cit., p. 119; ef. Robbins, p. 30. , 
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ever ends he ultimately desires with a minimum of effort and 
waste. And this conception is one which is very near to being 
a true picture of the way in which men do actually behave in 
certain departments of economic life.1 Now psychology can 
perhaps throw some light on the question how far and under 
what circumstances men will in fact choose “rationally ’’; or, 
again, it may help economists to understand the range and sig- 
nificance of aberrations from the norm of rational conduct—of 
such “psychological monstrosities as misers and the like.” ? 
And in general we may say that as psychology is the study of 
human behaviour, the further it develops, the more light it may 
be expected to throw on economic behaviour.® 

Indeed economists themselves can no more be isolated than 
can their subject. We are accustomed, in methodological dis- 
cussions, to talk about ‘‘ the economist ”—the man who knows 
and studies economics, and economics only, and who has to apply 
to “the psychologist ” for information about humanity, to the 
“economic historian” for the facts of economic life, to ‘ the 
politician ” (or “the moralist’’) for the ideals of society, and— 
presumably—to “ the logician ” for light on the fallacy of com- 
position, and to “the arithmetician ” for the sum of four and 
four. Let us not forget that ‘“‘ the economist” in this sense is 
more of an abstraction than ever the economic man was. In 
real life students of economics can only hope to learn from their 
colleagues in adjacent fields if they themselves know enough 
about these fields to understand what questions they may profit- 
ably put. And the peculiar contributions of individual economists 
have often been due in large part to the fact that they have come 
to economics with a special knowledge of other subjects—of 
history or law, politics or business, mathematics or logic.* 
Economics has not suffered from their many-sidedness. 

This brings us to our last point. If economics is not, or not 


1 Hg. in the Stock Exchange; see Keynes, p. 120. 

2? The miser is the man who is so devoted to the “‘ proximate end,” the 
accumulation of money, that he forgets the ultimate purposes for which alone 
money is useful. Professor Robbins rightly says that he is as a rule of little 
economic importance (p. 30). But his psychological brother, the man who is 
so interested in the pursuit of wealth that he produces far more than he con- 
sumes and automatically saves the difference, is a person with whom students 
of the trade-cycle, for example, may have to reckon. 

3 For illustrations of the way in which psychology can help economics (and 
economists can contribute to psychology) see almost any book by Thorstein 
Veblen; and on the contents of this (necessarily over-condensed) paragraph cf. 
the earlier chapters of MacCurdy, Mind and Money, particularly pp. 11-26, and 
Wesley Mitchell in The Trend of Economics (ed. Tugwell), pp. 22-25. 

4 E.g. Adam Smith, Goschen, Edgeworth, Commons. 
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merely, a pure science, then we need not be unduly perturbed if 
we cannot give its subject-matter an accurate definition. As a 
working description the phrase ‘‘ why we are as well off as we 
are’ 1 will do as well as any, so long as it is understood not 
to exclude questions of how to make us better off. In any 
case it seems fairly clear that economic subjects are in general 
characterised on the material side by having to do with “the 
economy,” i.e. with the organisation of the production and dis- 
tribution of wealth, and on the formal side by being the sort of 
subjects that can best be dealt with by an ‘“‘ economist,” i.e. with 
the aid of economic technique. Such subjects cannot be pre- 
sumed to be capable of yielding a systematic body of knowledge, 
and it is probable that any definition, if pressed, will be found 
guilty both of excluding what ought to be brought in, and of 
including what ought to be left out. In the last resort we must 
say, imitating Jacques Loeb, that economics is that which inter- 
ests the economist—and that the economist, if he is a good 
economist, is, potentially at least, interested in everything. 

11. We are now in a position to sum up our differences with 
Professor Robbins. He started with the assumption, it would 
seem, that whatever economics was it was a science. A science 
being assumed to be the building up of a body of systematic and 
certain knowledge, it followed that the subject-matter of economics 
must be capable of yielding such a body of knowledge, and, 
further, that to give it a scientific definition was both possible 
and desirable. That definition having been established—in a 
somewhat arbitrary way, as we have seen—it was at once clear 
that all questions which could not be subsumed under it were 
incapable of yielding certain results, and thus were not “ scien- 
tific.” And so Professor Robbins was able to establish his index 
expurgatorius—his list of topics with which the economist, at 
any rate qua economist, may not deal. We have seen that 
several grounds may be advanced for rejecting this index: that 
problems may be capable of scientific treatment which yet cannot 
yield deductively certain results; that economists may do good 
and fruitful work in the proscribed areas; that it is arbitrary 
and confusing to exclude from economics by definition questions 
which in fact economists alone can answer. But when all is said 
and done, the crucial objection to Professor Robbins’ doctrine is 
not the reasoning by which he reaches his conclusions, but the 
assumption from which he starts. Economists cannot remain in 
the secluded contemplation of pure truth. If they are to help 

1 Cf. Cannan, Wealth, p. 1, and in Economic Journat, Sept. 1932, pp. 425-6. 
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the community to solve its problems, they must themselves be 
counsellors and advocates, perhaps also administrators and states- 
men. For the adequate fulfilment of this task they may have 
to equip themselves with an elaborate analytical technique. But 
to believe that this technique is the essence of economics, or that 
because economists ought to reason scientifically, therefore they 
ought to do no more than reason scientifically, is to mistake the 
means for the end; it is to become that “ psychological mon- 
strosity,”’ an intellectual miser—a man who desires an “ infinite 
accumulation ” of theoretical dodo-bones. Let us hope that 
economists in general will not forget that in the social studies 
the end of knowledge is action. 
LinpLey M. FRASER 


The Queen’s College, Oxford. 


THE SITUATION IN INDIA—A REJOINDER 


I RUBBED my eyes in considerable amazement when I read 
Mr. Birla’s note on the general situation in India, especially his 
question, “‘ Will India ever be able to pay off her total debt, or 
will she even be able to redeem her annual liabilities?’ and his 
own answer, “ What we require is reduction of our foreign debts, 
reduction of our internal debts, more money for education, 
sanitation and other nationbuilding schemes.” With the last 
part of the answer there will be general acceptance, but not with 
the first. I propose briefly to give the broad facts. 


I 


In the first place, Mr. Birla’s major premise is incorrect, and 
this being so, his main argument falls to the ground. The 
estimate of India’s foreign liabilities made by him is double 
what it ought to be, as was pointed out by Sir George Schuster 
at the annual meeting of the Federation of Indian Chambers of 
Commerce at Delhi in 1930, over which Mr. Birla presided. The 
correct figure is of the order of at most £500,000,000, and my 
estimate was quoted by the Finance Minister at that meeting 
with approval. Sir Robert Kindersley’s estimates of British 
Overseas Investments published for 1929 in the Bank of England 
Statistical Summary for August 1932 gives the capital investment 
in Government and municipal loans as £224,000,000. The 
Economist's estimates of overseas investments in India in 1928-29 
were £354,000,000, of which £219,000,000 were Government and 
municipal capital and £135,000,000 commercial and industrial. 
If, as is not unreasonable, we assume the same proportion in the 
case of Sir Robert Kindersley’s estimates as in the case of those of 
the Economist, then Sir Robert’s commercial and industrial 
capital would be £138,000,000 or a total of £362,000,000. At the 
very outside commercial and industrial capital could not exceed 
the amount of Government and municipal capital. If it reached 
this amount, then the total would be £448,000,000. This estimate 
does not include an allowance for private concerns for which no 
information is available. 

Mr. Birla’s estimates are wrong in various directions. He 
estimates ‘‘ Investments in companies operating in India but 
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registered outside” at £200,000,000. The complete figure 
published in the Joint-Stock Companies Blue Book and in the 
Statistical Abstract is £101,000,000 for 1926-27, and includes 
railway and tramway capital of companies not belonging to Govern- 
ment. This figure is made up of railways and tramways £32-8 
millions, tea companies £25-7 millions, mining companies £21-2 
millions, jute mills £4-6 millions and planting companies other than 
tea £3-2 millions. The £101,000,000 exclude, of course, the capital 
of banks, insurance companies, shipping and other companies 
which do only a part of their business in India. Only a small 
fraction of the working capital of these companies is actually 
employed in India, and it would, therefore, be necessary to allow 
for a small percentage of this total capital (£466-8 millions). 
Again, it is an undoubted fact that Indians hold a large and 
increasing share both in external companies and in companies 
with rupee capital under non-Indian management. It is well 
known, for example, that the majority of shares in the jute mills 
which are almost entirely under such management are held by 
Indians. Mr. Birla is also wrong when he assumes £100,000,000 
to be the holdings of investors abroad in companies registered 
in India. The total paid-up capital of these companies is 
£200,000,000 (7.e. Rs. 267 crores, a crore being 10,000,000 rupees). 
Investments in rupee securities held by people abroad are similarly 
put at the extraordinarily high figure of £150,000,000. The total 
of rupee loans, largely, of course, held in this country, is 
£281,000,000, 2.e. Rs. 374 crores. To assume 53 per cent. of the 
total to be held outside India is, on the best possible authority, 
very far from true, as is Mr. Birla’s omnibus figure of £140,000,000 
for “other investments not comprised in the above.” Mr. 
Birla’s estimates as revised would be sterling debt and railway 
investments £372-16 millions; municipal and trust borrowings 
£10,000,000; investments in companies registered in India, an 
outside figure, £75,000,000; and investment in companies less 
railways included under the first item £68-4, or a total of £525-56 
millions. 

My own estimate, referred to above, for the same year as Mr. 
Birla, is between £450,000,000 and £500,000,000, made up of 
i_terest-bearing obligations of the Government of India in England 
£339-4 millions; the paid-up capital of joint-stock companies 
registered out of India but working in British India, £101-2 
millions; municipal and port trust borrowings, £10,000,000; and 
a share of the total working capital of banks, insurance companies, 
etc., doing business elsewhere than in India, £30,000,000 ;—or a 
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total of £481,000,000. To this we may add an allowance for 
investments in private concerns for which no details are available. 
All things considered, it seems reasonable to fix the upward limit 
at £500,000,000. An estimate of the Financial Times published 
in 1930 was £583,000,000, but this contained some conjectural 
data. If we take the League of Nations “ Balance of Pay- 
ments ”’ Report, we find the total payments on interest and divid- 
ends given as Rs. 34 crores for 1926-27. If it be assumed that 
54 per cent. is the average rate of interest, the capital invested 
would be £465-7 millions. In short, Mr. Birla’s figure of 
£1,000,000,000 is quite astronomical. 

“ The first thing to which I wish to draw pointed attention,” 
says Mr. Birla, “‘ is the fact that, unlike England, India is a debtor 
country.” It is surely no sign of weakness for India to’ have 
foreign liabilities in the early stages of her economic development. 
India, with the assistance of capital imported from abroad, 
has become the possessor of great assets in the shape of railways, 
irrigation works, factories and other enterprises of which the value 
is much in excess of her liabilities. The possession of these 
assets has led to a great increase of national income. My latest 
figure—that for 1929—was Rs. 105 per capita (not Rs. 45, the 
figure given by Mr. Birla). The figure is, of course, low, and is 
only one-twelfth of the average per capita income in Great Britain 
and Northern Ireland for that year. Eighty per cent. of the 
Public Debt represents assets which themselves provide an in- 
come, and the net charge of the remaining 20 per cent., not 
represented by assets, is small—only £4-8 millions in 1929-30. 
It would certainly be wrong, so long as capital cannot be obtained 
in India itself, to refuse to have recourse to moderate loans abroad, 
and thus to hold up the country’s development merely to avoid 
sterling borrowing. It is no weakness to have recourse to ex- 
ternal loans, as the examples of the United States, the Dominions, 
and South America prove. In 1914 British capital in the United 
States, mainly, as in India, investments in railways, amounted to 
£760,000,000. The investments of British capital in South 
America are very large, the Argentine alone having imported 
British capita] to the extent of £433,000,000. Japan, a shining 
example of economic progress to most countries, is a large borrower 
both in London and in New York. In extreme nationalist 
circles in India there is a good deal of misapprehension : it is 
thought that the country has to borrow at ruinous rates of interest 
for the sole advantage of England. Sir Robert Kindersley’s 
estimates for 1929 referred to above show that the average rate 
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of interest for Government and Municipal loans—3-:8 per cent.— 
was the lowest in the Dominions and Colonies, and no country 
in the world was able to borrow more cheaply. India, indeed, 
has a privileged position in the London money market. The 
City Editor of The Times summed up the reason for this by 
saying India’s finances have been well managed, her overseas 
trade shows a regular excess of exports over imports, large annual 
appropriations are made for the reduction of debt and, unlike 
Britain’s debt, the great bulk of the National Debt of India is 
represented by interest yielding assets. 


II 


I now turn to the balance of trade and the problem of the 
charges which have to be met annually in London, usually called 
the “ Home charges.” It is quite true that before the slipping 
off the gold standard in September 1931 the Government of India 
were finding the problem of remittance a very difficult one indeed, 
owing to the catastrophic fall in prices and the lack of con- 
fidence that prevailed. But these difficulties are, fortunately, 
not in any degree so great as they were. The balance of trade 
figures show on an average of the ten years ending March 31st, 
1929, an excess of exports of merchandise over imports amounting 
to £66,000,00¢ perannum. Including treasure, the visible balance 
of trade amou.itet to £37,000,000. The excess of exports over 
imports of merchandise for the year ended March 31st, 1929, was 
£65,000,000 and the visible balance of trade, treasure included, 
was £39,000,000. Now the halving of Mr. Birla’s estimate of 
foreign liabilities has, of course, affected the whole argument, and 
it will be seen that the balance of trade is quite able to meet 
the interest charges on these liabilities. The most characteristic 
feature of the present régime in Indian public finance is the control 
of the Government of India over its capital expenditure, combined 
with a severe policy of economy and retrenchment which is re- 
flected in the 50 per cent. increase in the price of Government 
sterling securities in the last twelve months. Capital commit- 
ments have been kept well, and these capital imports have to a 
large extent been met in India itself. In the five years ending 
1930, for example, £17,822,000 were net borrowings by India in 
sterling, but against this the railway capital expenditure in 
England, including purchases of railways, during the period 
amounted to £54,360,000. In short, the net amount of new 
sterling debt incurred was much less than the sterling capital 
expenditure on Indian railways, the bulk of which was financed 
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out of resources remitted from India. During these five years 
the surplus net revenue from the railways was £30,000,000, and 
the contributions made to general revenues £21,750,000, while 
at the same time the railway reserve fund was increased from 
£4,500,000 to £13,000,000. 

The home charges for the year ended March 31st, 1929, are 
set out below to show the nature of expenditure in London :— 


Percentage 
£ millions. of total. 

1. Capital expenditure 10-8 27 

2. Railways 9-0 22 

3. Military services 9-9 24 

4. Debt services 5-6 14 

5. Pensions, etc. 2-4 6 
6. Civil administration (High Commissioner. ‘Leave 

salaries) . 2-0 5 

7. Others . 0-8 2 

Total . 40-5 ~ 100 


I do not think that there are many countries in the world with so 
satisfactory a showing. The interest of the capital originally 
imported is paid from the productive enterprises. The capital 
imported is not imported, as it has been since the War in the 
case of Germany and Australia, in unreasonably large quantities 
and invested in unproductive enterprises. It is invested in 
productive enterprises affecting beneficially Indian production 
and the national income. The Balance of Payments may be 
shown at a glance thus : 


Balance of Payments. 


(In crores (10,000,000 rupees).) 
(Credit +, Debit —.) 


Average for 
5 years end-| 1928-29. | 1929-30. | 1930-31. 
ing 1927-28. 
I, Current items (goods, ser- 
vices, and gold) :— 
Merchandise . : é +87 +66 +54 +37 
Gold —35 —21 —14 —13 
Interest and Dividends , —31 —32 —32 —33 
Other services . —36 —31 —18 —16 
Total . —15 —18 —10 —25 
II. Capital items :— 
Long-term. ; ? +9 — +13 +43 
Short-term + 6 +18 — 3 —18 
Total . A F +15 +18 +10 +25 
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The large importation of the precious metals is another fact 
which indicates that the real resources of Indiaarenotsoinadequate 
as Mr. Birla supposes. From 1900 up to 1930 the value of India’s 
net imports of gold, as will be seen from the table below, were 
nearly £400,000,000, valued at the price of gold then existing 
(viz. £4 4s. 1ldd. per fine oz.). To-day that gold is worth 
£540,000,000 at present prices (viz. £5 18s. 11d. per fine oz.). 


Net imports of Gold and Silver (in £ million) for 30 years (1900-1 to 


1929-30). 

Gold Silver. Total 

1900-1 to 1909-10 (ten years total) . ; 68 99 167 
1910-11 to 1919-20 (ten years total) - 145 145 290 
1920-21 to 1924-25 (five years total) ; 108 59 167 
1925-26 > 26 13 39 
1925-26 to 1929-30 (five years total) 5 80 52 132 
Total . 401 355 756 


The net import of gold has been at the rate of 23 per cent. of the 
world’s production in recent years (1920-21 to 1929-30). The 
export of non-monetary gold amounting to £63-8 millions since 
last year is also a sign of financial strength. The export has had 
a most beneficial effect on exchange, as it gives India a favourable 
trade balance, and makes it possible for her people to use their 
reserves in these difficult times. Much suffering is, therefore, 
avoided by drawing on these reserves in hard times. In the 
Economic Journat of June 1927 I estimated India’s gold hoards 
at a figure of not less than £550,000,000. At to-day’s price of 
gold this would be £745,000,000 and the export of 63-8 millions 
is only about 9 per cent. of the total. Silver, too, since 1900 
has been imported to the extent of £350,000,000 net. India was 
just up to the world depression importing gold at the rate of 
£15,000,000 per annum and silver at the rate of £7,500,000. It 
is quite absurd to think that a country which has such enormous 
hoards of gold and silver, and ordinarily is a sink for the precious 
metals imported from the rest of the world, is so weak (as Mr. Birla 
believes) as to be doubtful of meeting its foreign liabilities. There 
are, on the contrary, very solid grounds for optimism. If the 
savings of the people of India could be directed into productive 
enterprise, it is as clear as the noonday that India could provide 
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for her economic development without external capital, and the 
existing external capital could be repaid in a generation. Educa- 
tion more accessible and widespread, the development of banking 
habits through an all-India investment movement in the 500,000 
villages in which nine-tenths of the population reside, and above 
all the stopping of social and quasi-religious customs which retard 
the proper production and distribution of wealth, are essential. 


lil 


With a view to increasing agricultural production, Mr. Birla 
rightly raises the question of the indebtedness of the cultivator. 
“ Asecond point,” he says,’ worthy of consideration is the question 
of private debts.” Naturally, Mr. Birla, belonging as he does to 
the great moneylending and banking community of Marwaris, 
looks at the problem from the viewpoint of agricultural finance. 
The moneylender in Indian rural economy is indispensable. He 
is accessible to the agriculturist, and maintains a close personal 
contact with him. He has local knowledge and experience. 
In recent years, however, owing to bad times, the legal pro- 
tection given to the agricultural borrower by Acts such as the 
Usurious Loans Act, the Land Alienation Acts, and the Punjab 
Regulation of Accounts Act, the growth of co-operative societies 
and the suspicious practices of some members of the fraternity, 
he has lost ground. On the other hand, the agriculturist is con- 
servative and wedded to religion and custom unknown perhaps 
inthe West. He willincur debts for marriages and funerals, and he 
clings to the tradition of paying off ancestral debts. Nevertheless, 
the Central Banking Inquiry Committee reported that “ We 
consider that it is incumbent on Government to devise measures 
to meet the situation.” The Royal Commission on Agriculture 
uttered a serious note of warning when they said: “ It must be 
clearly recognised that the worst policy towards debt is to ignore 
it and do nothing.” 'The Banking Committee recommended in its 
Report that a scheme of debt conciliation on a voluntary basis 
should be considered by local Governments, and that the Govern- 
ments concerned should also explore the possibility and desirability 
of undertaking other legislation to secure the settlement of debts 
on a compulsory basis. The problem bristles with difficulties. 
The Royal Commission on Agriculture, 1928, believed that the 
greatest hope for the salvation of the rural masses in regard to 
debt lay in the growth and spread of a healthy and well-organised 
co-operative movement; that legislative measures dealing with 
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the problem of indebtedness had proved a comparative failure, 
and in all provinces an inquiry should be set on foot in regard to 
the failure to utilise the Usurious Loans Act which, if used, would 
go far to remove the worst evils of uncontrolled usury. They 
recommended to the consideration of local governments the 
British Moneylenders Act of 1927, the Punjab Legislation and 
the case for a simple Rural Insolvency Act. The Commission 
were of opinion that conciliation bodies might be tried in certain 
areas, and, where the indebtedness is very heavy and there is a 
difficulty in getting suitable persons to act as receivers,” there 
should be little hesitation in appointing officials for this duty.” 
The plain fact is that tradition makes the son or relative regard 
ancestral debts as debts of honour, piously to be paid. It is a 
common practice for a moneylender who has no remedy at law 
to approach the son or relative and on grounds of religious duty 
to get him to execute a promissory note. The son or relative will 
do nothing which might make him run the risk of being thought 
to dishonour his father or relative. 

This brings me to the real heart of the problem of increased 
agricultura] production. At every turn we are met with diffi- 
culties of a religious and social nature. Take, for example, the 
Hindu’s veneration for the cow, which has had such startling 
economic results. The difficulty is to get the cow back from the 
temple to the field. “‘ Call it prejudice, call it passion,” said a 
Hindu, “ call it the height of religion, but this is an undoubted 
fact that in the Hindu mind nothing is so deep-rooted as the sanc- 
tity of the cow.” The annual economic loss caused by some 
25,000,000 superfluous cattle amounted, according to an estimate 
placed before the Bangalore Conference of the Indian Board of 
Agriculture, to £117,000,000, or more than four times the land 
tax of British India. The use of certain fertilisers, such as bone 
manure, is forbidden, and cowdung is used asfuel. In some parts 
of India to-day economic necessity is compelling the Hindu to 
change, and in some districts the barren cow when unfit for work is 
sold to the butcher. ‘‘ The agent of the butcher,” says a report, 
“is always at hand to help in the work of removal. Life without 
vitality or capacity of work has lost all significance of sanctity for 
the farmer, be he Brahmin or low-caste Hindu.” Mr. Darling 
mentions that a generation ago there was hardly a Hindu who did 
not set aside part of his meal for his cow, but now there is hardly 
one in a hundred who does so. The Sikh, forbidden by his religion 
to smoke—very beneficially from the economic standpoint, as he 
saves on an average holding enough to pay his land tax—is 
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yielding to economic pressure and growing tobacco. He is also 
in parts of the Punjab practising birth-control, “ because more 
sons will have no land to cultivate,” and ‘“‘ too much rain reduces 
the crop; too many sons bring reproach.” Another, according 
to Mr. Darling, declared that every son comes into the world with 
a share written on his forehead. The Muslim, too, who has for 
centuries been terribly handicapped by the Koran, which makes it 
necessary for him to pray five times a day, fast in Ramzan, not to 
take ‘‘ Riba ” (“‘ interest,” according to others “‘ usury ’’), and to 
give away 24 per cent. of his property, is finding these injunctions 
in the face of the higher standard of living too difficult to carry 
out. The Mohammedan in some parts of India is beginning to take 
interest like an ordinary moneylender. The Khojas, converts 
from Hinduism to Islam, are said to be more exacting than the 
Hindu moneylender. ‘‘ The temptation, therefore,” says the 
author of “The Punjab Peasant,” “is irresistible and ethical 
principle is obliged to give way to economic advantage.” On the 
other hand, there are still great forces of orthodoxy at work in 
India which make the life of the agriculturist often “ solitary, 
poor, nasty, brutish, and short.’ The Hindu, whose mind is 
religious and speculative, is a firm believer in tradition, and 
material progress does not mean to him what it does to the 
Westerner. He is wedded to every ancient custom to a degree 
almost incomprehensible to the Western mind. Mr. Gandhi’s 
recent efforts to bring 26 per cent. of the total Hindu population 
into the Hindu fold, and thus to permit the lowest castes, number- 
ing 62,000,000, or about the population of Germany to-day, 
to have similar rights as caste Hindus, has met with opposition 
from orthodox Hindus in regard to wells or tanks used by higher 
castes, and temples and schools where caste children go. Nothing 
but education which is widespread and accessible and a change of 
social and religious customs will bring about the desired result, and 
Mr. Birla, as a Hindu of an unusually orthodox caste, fully 
appreciates the importance of these factors. As David Hume 
said long ago, with more truth than was realised at the time, 
“Popular theology has a positive appetite for absurdity.” In 
Hinduism economics and religion are, indeed, fused into one, with 
the result that the production, and indeed the distribution of 
wealth, are far from ideal. 


IV 


The third and last point discussed by Mr. Birla must be, 
owing to exigencies of space, briefly answered. Mr. Birla believes 
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that there is budget disequilibrium, that there should be “ re- 
trenchment drastic and ruthless,’ but this, he believes, “‘ cannot 
have an altogether unmixed effect. What is really required is 
judicious spending.” As a strong nationalist, he returns to his 
old hobby, and condemns the present level of military expenditure. 
He thinks that it is impossible to raise money at the present time 
in India. The Budget of the Government of India for 1932-33 
shows a revenue of Rs. 129-96 crores (£98,000,000) and an expendi- 
ture of Rs. 127-81 crores (£96,000,000). The Budget has been 
balanced with draconian severity and without recourse to any 
trick devices. The figures just quoted do not show the real 
picture in regard to the reduction in administrative expenditure. 
As the work of retrenchment began two years ago, we must take 
the actuals of 1930-31. Civil expenditure was Rs. 24-93 crores 
(£18-7 millions) and in the present year Rs. 20-65 crores (£15-5 
millions). Military expenditure was Rs. 54:30 crores (£41-6 
millions) and in the present year Rs. 46-74 crores (£35-1 millions). 
There has been since 1931 a reduction in the net controllable 
administrative expenditure, civil and military, from Rs. 76 crores 
(£57,000,000) to Rs. 64 crores (£48,000,000), a reduction of the 
order of 16 per cent. The Army’s contribution in the national 
emergency is striking, especially as compared with the high- 
water mark of 1919-20, Rs. 91 crores (£68,000,000). Public 
expenditure of the Government of India in the present year 
is actually 11 per cent. less than in the first year of the Reforms, 
1921-22. As a result of the retrenchment campaign, the Finance 
Minister informed the Legislative Assembly that, unfortunately, 
no fewer than 7063 appointments in the Civil Departments have 
been, or shortly would come, under reduction—viz. 299 Gazetted 
Officers, 5279 ministerial establishment and other superior 
establishments, and 1485 inferior establishment. The Indian 
Government believes, with Tacitus, that thrift is a great untapped 
revenue. It believes that the cart of taxation must never be 
put before the horse of economy and retrenchment. The budgets 
of Local Governments amount, all combined, only to Rs. 94 
crores (£71,000,000), as compared with the Government of India 
Budget of Rs. 135 crores (£102,000,000), and here again, in spite 
of the fact that Local Governments are responsible for education, 
sanitation and other nation-building departments, Madras and 
the Punjab since the first year of the Reforms have had an 
average surplus of Rs. 46 lakhs and Rs. 9 lakhs respectively, 
while other provinces, especially the industrial provinces of Bom- 
bay and Bengal, owing largely to the Meston Settlement on the 
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allocation of revenues between the Central and Provincial Govern- 
ments, have had to face difficulties, notably in the last two years. 
Relief is being achieved in two directions—in the first place, from 
economies in expenditure, and secondly, from the possibility of 
new taxation. I should stress this point, in view of Mr. Birla’s 
reference to the importance of education, that since the Reforms 
of 1921-22 the expenditure on education has increased from Rs. 
869 lakhs to no less than Rs. 1317 lakhs, an increase of 52 per cent., 
and education is now 14 per cent. of total provincial expenditure, 
as compared with 11 per cent. in 1921-22. In regard to Mr. 
Birla’s view on the raising of internal loans in India at the moment, 
I think he is a croaking Cassandra. In addressing the Legislative 
Assembly on September 5, the Viceroy, Lord Willingdon, well 
summed the situation thus: “Since April we have floated three 
loans, one in sterling and two in rupees, of the total amount of 
58 crores. The last of these, as you are aware, was oOver- 
subscribed in about four hours, though it gave a return of only 
5} per cent. as compared with 6} per cent. for the loan issued 
about this time last year. We have also been able to reduce our 
floating debt in the form of Treasury Bills from 84} crores at the 
end of August 1931 to 24} crores at the end of this August, and to 
reduce the price we pay for our accommodation from about 74 
per cent. to about 34 per cent.” 

To sum up. I have shown that (1) India’s liabilities abroad 
have been kept within limits strictly commensurate with her 
capacity to pay; (2) the expenditure from capital imported has 
been on productive works, mainly railways and irrigation, and 
India has thus avoided the difficulties that have faced Australia 
and Germany; (3) the Government of India budget is a balanced 
one. Budget equilibrium has been achieved, first by economy 
and ruthless retrenchment, and secondly by new taxation; and 
(4), as pointed out in my Poverty and Kindred Economic Problems 
in India,! the questions of increased agricultural production and 
diminished poverty are intimately bound up with religious and 
social questions, in regard to which education that is accessible 
and widespread will do much. With the emerging of a higher 
standard of living, especially in the irrigated areas, divinely 
appointed custom is giving way to something more dynamic— 
economic reality. It is no longer as God wills, but as man labours, 
and this is well summed up in the remark of a Punjab colonist, 
quoted by Mr. Darling in his Punjab Peasant : ‘‘ Where the water 
is, there is God.” Our political advance is fifty or a hundred 

1 Government of India, Central Publication Branch, Calcutta, 1932. 
No. 168.—voL. XLII. QQ 
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years beyond our social advance, and that makes the solution 
of the problem all the harder. It is being tackled, but progress 
must be slow. The India, however, which I met when I came out 
twenty-three years ago as a Professor of Economics is certainly 
not the same India to-day. The rate of economic and even 
social progress has been much accelerated. India’s financial 
position is so intrinsically strong that she may well be the envy 
of most other countries. She must, however, continue to pursue 
a policy of gradualness and caution, because finance is a delicate 
piece of furniture, the cobwebs of which cannot be removed by a 
Turk’s-head mop. Gordian knots, such as financial safeguards 
during the period of transition, cannot be cut. They have to be 
patiently unravelled. Every serious student of Indian Public 
Finance will agree with Sir George Schuster’s remarks at the end 
of his Budget speech on March 7th last when he summed up the 
position thus : 

“Tf we look round the world in the present times of difficulty 
we may fairly claim that there is no country in the world whose 
intrinsic financial position is sounder, or whose ultimate prospect 
of economic advance in the future is more bright.” 

G. FinpLay SHIRRAS 
Gujarat College, 
Ahmedabad. 
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AUSTRALIAN BANKING POLICY IN THE CRISIS 


More by accident than by design Australia has pursued a 
somewhat enlightened banking policy during the depression. It 
is estimated that the Australian banking system, as a whole, 
entered the crisis with about £45 m. of liquid assets abroad 1 and 
£50 m. of gold reserves in Australia. These funds were Australia’s 
real reserve against badtimes. In the first stages of the depression 
they were all too liberally used without any remedial measures 
being taken in Australia. For 1929-30 the balance of payments on 
income account (goods and interest payments) was unfavourable 
to the extent of approximately £70 m., and in 1930-31 to the extent 
of £18m. One of the principal causes of the heavy_unfavourable 
balance in 1929-30 was the ineffectiveness of the traditional 
banking methods of reducing imports. Imports were, in fact, 
£131 m. compared with approximately £145 m. per annum before 
the depression. Relying upon the normal method of rationing 
exchange and believing in the traditional identity of the Australian 
and British £’s, the banks, including the Commonwealth Bank, 
allowed their external liquid funds and their gold reserves to be 
used up too readily. Indeed, the banking legislation at the end 
of 1929, under which the Commonwealth Bank had power to take 
over the gold reserves of the private banks, was a hasty measure 
undertaken, without the application of the normal use of the 
exchange rate and high interest rates, to correct a rapidly 
unfavourable banking situation.? 

As the depression deepened deposits in the banks began to 
fall, cash reserves to decline, and London funds to be absorbed. 
At June 30th, 1930, the London funds were estimated at £16-6 m.., 
and on the corresponding date of 1931 at £14-3m. Meanwhile, 
the gold reserves had fallen to £10 m. in the Commonwealth Bank 
and to £2 m. in the private banks. Hence, the total liquid funds 
available for cash payments abroad amounted to less than £30 m. 
compared with £95 m. before the depression. Though resisted by 
the majority of the banks, the exchange rate, under pressure of 

1 See Wilson, ‘‘ The Australian Balance of Payments, 1928-29 to 1931-32,” 
in the Supplement to the Economic Record, October 1932. 

2 For a fuller account of this and other early features of banking policy 
see my What have the Banks Done? an Essay on Banking Policy (Angus and 
Robertson). 
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heavy demand for London cover, had risen early in February 1931 
to £130-5 (A.) for £100 stg. In the meantime, however, a 
fundamental change had been made in the balance of payments, 
thanks to the heavy reduction of imports and a substantial increase 
in the volume of exports. In 1931-32 exports of current produc- 
tion reached £78-3 m. and imports were only £44-1 m., leaving a 
favourable balance of trade of £34-2m. The interest on govern- 
mental debt and the debt of local bodies, having been reduced by 
£5-5m. on account of the war debt moratorium, amounted to 
£26 m., leaving a net favourable balance on income account of 
approximately £8m. It will be observed that the external 
position was in precarious equilibrium, largely because the high 
export volume was obtained through good seasons. The volume 
of exports in 1931-32 was more than 25 per cent. higher than the 
average volume for the three years 1926-27 to 1928-29. Under 
the slightly improved favourable balance of payments the London 
funds of the banks increased to £30 m., which, together with gold 
reserves, gave a net balance of £40 m. on June 30th, 1932, available 
for cash payments abroad. This still leaves a very substantial 
margin before a satisfactory “ drought reserve ” will be built up 
in London. It is, however, somewhat of an achievement that the 
London position of the banks is being restored. 

Of far greater importance, however, is the internal situation. 
The familiar problem of Government deficits has had a somewhat 
important influence upon banking policy. Perhaps more than 
any country in the world Australia has pursued a plan of financing 
Government deficits through the expansion of central bank 
credit. Short-term borrowing by governments has supplanted 
long-term borrowing, and though the loan programme has been 
cut down to £15 m. compared with £45 m. before the depression, 
the total borrowing per annum has, up to the present, abated but 
little. If it is good to maintain spending power during the 
depression, Australian policy in the past two years has not been 
without virtue. The result is that in a short period of three 
years a floating debt of £82-5 m. (at June 30th, 1930-32) has been 
built up. Of this £37-3m. is owed in London and £45-2 m. in 
Australia. All but £4-25 m. of the London debt is owed to the 
Commonwealth Bank. As regards the internal floating debt 
practically the whole of it is in the hands of the Australian banks. 
The debt is in the form of Treasury bills bearing interest at 4 per 
cent. (since reduced to 3} per cent.) and discountable at the 
Commonwealth Bank. According to the last banking returns, 
namely, for the quarter ending June 30th last, the trading banks 
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held at least £30 m. of Treasury bills. This would leave £15 m. 
of internal bills and over £30 m. of external bills in the hands of 
the Commonwealth Bank. Actually, the Commonwealth Bank’s 
holdings of Government securities has increased from £34 m. in 
the third quarter of 1929 to £68 m. at present. 

The effect of the creation of central bank credit in this way is 
familiar. The funds provided by the central bank, in this case 
the Commonwealth Bank, are drawn upon by the Government, and 
ultimately appear as banking deposits, mainly in the trading 
banks. Against these deposits the trading banks hold balances at 
the Commonwealth Bank. Hence, apart from the Treasury bills 
held directly by the trading banks, the issue of Treasury bills by 
the Commonwealth Bank has the effect of increasing both the cash 
reserves and the deposits of the trading banks. The effect of these 
movements upon the banking situation may be seen in the following 
table, which shows the changes in the cash position and in the 
deposits of the trading banks. 


Cash Position and Deposits of the Trading Banks 


Balances due Rati 
by Common- Coin Austra- Total Total 
Quarter. | wealth Bank and lian Cash De- Pe De 
to Trading | Bullion. | Notes. — posits. i 
Banks. posits. 
£m. £m. £m. £m. £m. ye 
1929: 
Dec. . 8-4 21-3 13-0 42-8 277-6 15-4 
1930: 
March . 13-5 14-6 14-4 42-5 274-7 15:5 
June . 16-9 4-6 16-0 37-6 268-6 14-0 
Sept. . 15:7 2-7 17-4 35-8 262:5 13-6 
20°8 2-1 16-8 39-8 263-4 15:1 
1 : 
March . 29-7 2-1 17-1 48-9 263:3 18-6 
June . 32-2 2-0 18-9 53-1 259-9 20-4 
Sept. . 23-0 2-0 20-3 45:3 255-8 17-7 
—_ “ 22-2 2-1 18-6 43-0 268-5 16-0 
1932: 
March . 32:1 2-2 18-9 53-2 282-3 18-8 
June . 29:1 2-0 18-7 49-8 273-0 18-2 


Three outstanding features of this table demand brief mention. 
In the first place there is the remarkable change in the cash 
holdings of the trading banks. Their notes have increased 
slightly, but in place of gold they now hold balances at the Common- 
wealth Bank as their principal form of cash reserve. In the second 
place the decline in the cash of the trading banks was arrested 
towards the end of 1930, and coincides with the expansion of 
central bank credit for governmental purposes. Further, the cash 
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ratio which touched a new low record for Australia also responded, 
leaving the banks in a much stronger position. Finally, the fall in 
deposits was arrested in the third quarter of 1931. This also is 
associated with the increase in central bank credit, but there would 
naturally be some delay in its effects upon bank deposits. More- 
over, the export of gold and the adverse balance of payments 
would show more rapidly in the cash position of the banks than 
in deposits. In general it may be said that a very unfavourable 
banking position had developed at the end of 1930, and it has now 
been effectively remedied. 

The increase in deposits and the fall in advances, other than 
Government securities, have reacted unfavourably upon the 
profit-earning capacity of the banks. Fixed deposits rose from 
£178°8 m. in June 1929 to £191-4_m. in June 1932. Meanwhile, 
current deposits fell from £107-7 m. to £87-0m. Banks found the 
flow of fixed deposits an embarrassment, and substantial reductions 
in interest rates have been made in recent months. From 43} per 
cent. in the middle of 1931 the three months’ deposit rate has 
been reduced to 2} per cent., while the two-year rate has fallen 
from 5} per cent. to 34 per cent., and there have been corresponding 
movements in short-term interest rates on the money market. The 
percentage of advances to deposits had risen to 103 per cent. in 
the fourth quarter of 1929 and was maintained at about this level 
throughout 1930. It is now 96:4 per cent., and would be very 
much lower were it not for the advances made to Governments. 
Though bankers complain that these advances impose a strain 
upon the banking system, they are, in fact, profitable investments 
at the moment, and their net effect up to the present has been to 
increase the supply of banking funds available to cash and 
deposits, and to give the banks a profitable investment during a 
period of adversity. The ultimate security of these advances to 
Governments will, of course, depend upon the balancing of 
budgets. So far progress in this direction has been satisfactory, 
though the continued fall in export prices has cut deeply into the 
national income and Government revenue, and made deficits 
greater than were anticipated. In May 1931, when the Premiers’ 
Plan was devised, the deficits were estimated to be £41 m. For 
the current year the estimate is £9 m., of which over £4 m. is on 
account of New South Wales. Against this £9m. there are 
sinking fund payments of over £6m. With balanced budgets the 
floating debt would be no embarrassment to banking institutions. 
On the contrary, it would provide a volume of liquid securities 
that should render the money market more efficient. 
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There is, however, one real danger in the position. The 
floating debt has added to the money value of the national debt, 
but owing to the maintenance of spending power and the operation 
of the exchange rate the price level has been sustained. Con- 
sequently, the real burden of the internal debt has not been 
increased. On the contrary, it may very well have fallen, because 
the money value of the national income is much greater at the 
higher price level. With 1928 as an average the Australian whole- 
sale price level was 78 in June last. During the preceding eighteen 
months it fluctuated around 79. On the same basis the Board of 
Trade index for the United Kingdom for June last was 70, and the 
Bureau of Labour index for the United States 66. Despite a 
tremendous fall in the gold value of export prices Australia can 
claim to have maintained a relatively stable internal wholesale 
price level. Retail prices compared with 1928 are at about the 
same level to-day as wholesale prices. If a policy of deflation is 
now pursued—and many bankers believe wholeheartedly in such 
a policy—this interesting experiment in banking control during the 
crisis will probably come toasadend. The burden of the internal 
debt will be increased and the task of balancing budgets rendered 
much more severe. Consequently, the Government securities 
upon which the whole banking and credit structure now rests will 
prove to be an unsound basis. Increased credit will be required 
in order to balance budgets, and the country might then be driven 
back to its old price level. In the meantime, however, the failure 
of the deflationary policy would have destroyed confidence in the 
control of the currency with consequent damage to the whole 
credit structure. The currency at present is under the complete 
control of the Commonwealth Bank, inasmuch as recent amend- 
ments to the Bank Act deleted ‘any provisions for convertibility 
of the note issue, and left the Bank to manage the currency with 
the single obligation to maintain a reserve against notes of 15 per 
cent. rising to 25 per cent. in five years. This reserve is to consist 
of gold in Australia or in London or sterling assets. The Bank has 
not shown that it appreciates the strength of the case against a 
deflationary policy, and perhaps does not realise the enormous 
powers it now possesses for guiding Australia along the present 
course of credit creation to avoid unnecessary deflation. 

D. B. CopLanD 
University of Melbourne, 
October 6th, 1932. 


THE CONVERSION OF AGRICULTURAL DEBTS 
IN ROUMANIA? 


In many countries it has become an absolute impossibility 
for the farmers to meet their obligations, either in the form of 
interest on debts or in the form of taxation. It has been 
estimated 2 that debts contracted in 1925 required for their 
discharge 70 per cent. more commodities than at the time of 
contraction. But this is only an average. A farmer who 
borrowed sufficiently in 1925 to produce a sack of wheat, would 
have to sell in 1932 three sacks of wheat to repay the debt. The 
situation, therefore, had become intolerable, and a general 
demand for some action became louder and louder. But if the 
demand was general, there was no agreement—and there still is 
no such agreement—as to just what should be done in order to 
meet the situation. 

Two schools of thought are apparent in dealing with the 
problem. In order to make the existence of the farmer possible, 
there seem to be but two solutions: either the burden of charges, as 
expressed in currency, must be reduced, or the price of commodities 
must be raised. All the agitation that has been going on in the 
United States for “‘ cheaper money ”’ really amounts to the second 
line of thought expressed in an increase of the price of com- 
modities in dollars (even at the risk of depreciating currency by 
inflation). But it is not yet certain that this method of raising 
prices, whether by propaganda for cheaper money, by way of 
extension of credit facilities or by currency manipulation, will 
have the desired results. 

Roumania, on the other hand, has attempted a different 
solution. Recognising the impotence of the Government to 
influence either the world prices or domestic prices, and unwilling 
to sacrifice its currency, it chose the only other alternative, to 
reduce to a bearable level the actual burden, as expressed in the 
amount of commodities to be given up by the agricultural pro- 
ducers in order to meet their obligations, by making an attempt 
to decrease the monetary charges borne by the farmers. The 


1 The author is indebted to the Independence Roumaine, of Bucharest, for its 
valuable assistance. 
2 By The Times, London, editorial of May 13, 1932. 
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results accruing from this policy will presently be seen. But it 
might be useful to point out that the difficulties faced by the 
Roumanian farmers are practically the same as those which 
farmers all over the world have to face, and that any solution 
of their predicament might prove an invaluable precedent for 
other countries—or a scarcely less valuable example of what 
should be avoided. 

In order to appreciate the significance of the problem for 
Roumania, it must be realised that 85 per cent. of its population 
of over 18,000,000 live from agriculture, and that about 80 per 
cent. of its territory of 294,967 square kilometres is occupied for 
this purpose.! An agricultural crisis, therefore, spells a crisis 
for practically the whole population, and the inability of the 
peasants to pay their taxes throws the financial organisation of 
the State out of joint. The report of Mr. Charles Rist,? delegated 
by the French Government, at the request of Roumania, to 
examine the financial situation of that country, states that during 
1931 the Government failed to collect at least 800 million lei * 
in indirect taxes, 600 million lei in stamp duties and over 3,000 
million lei in direct taxes ; to this must be added a failure to collect 
over 1,800 million lei during the previous year. 

Persons familiar with the situation in Roumania may of course 
state that its finances have been sadly mismanaged, and the 
above-mentioned official report will certainly corroborate their 
statement, but a mere glance at the index of agricultural prices 
in Roumania in 1929 and 1931, which is to be found in the same 
document, will not fail to reveal that, however defective the system 
of collection may be, the difficulties of the peasants were none 
the less enormous. From 1929 to 1931, prices of the principal 
products of agriculture fell as follows : 


Average Price of Kilogram in Lei. 


Wheat. Barley. Oats. Maize. 
1929 7-50 4:75 4-54 5-91 
1931 1:97 2-10 2-45 1:77 


Thus, in order to pay his fixed charges, the Roumanian 
farmer had to sell, in 1931, 3-8 times, or almost four times as much 
wheat as he did in 1929 for the same purpose. Small wonder that 


the farmers were faced with swift and utter ruin. This becomes 
particularly apparent when it is realised that interest demanded 


1 Europe du Sud-Est, Paris, August 1931. 
2 Obtainable from the Bank of France; published in May, 1932. 
3 5873 to the pound on September 17, 1932. 
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in that country on agricultural loans is exorbitant, and varies 
from 24 to 50 per cent. In such conditions the unpaid interest 
accumulates rapidly, and the farmer is in a short time faced with 
the loss of his land. It was in order to give him a new lease of 
life that the Government decreed the conversion of agricultural 
debts. 

Seeing itself thus obliged to take action in some way, and know- 
ing the impossibility of raising prices otherwise than by having 
recourse to inflation, the Roumanian Parliament took the only 
other alternative, and on April 16, 1932, voted the conversion of 
agricultural debts. The principal stipulations of the law are as 
follows : 


Art. 1.—In order to offer assistance to holders of rural property 
and land destined for agricultural uses, wherever they may 
be located, which are burdened with debts, it is declared 
that these debts towards any creditor, bank or govern- 
ment institution may be converted. 

Art. 2—The debts of farmers owning 10 hectares or less 
are reduced by 50 per cent. and converted, as from the 
date of publication of the present law, into an obligation 
repayable in 30 years and bearing an annual interest of 
4 per cent. 

The above period is compulsory for the creditor and 
optional for the debtor who can meet his debt at an earlier 
date either in whole or in part. 

Art. 9.—. . . accumulated interest will be reduced in the 
following proportions : 


10 per cent. for debts contracted in 1931 


20 » ” » 1930 

40 » 1928 

50s, 1927 and previous years. 


Art. 36.—No bank or other credit institution with a capital 
not exceeding 10,000,000 lei can be declared bankrupt 
for the next three years if it is able to prove that at least 
25 per cent. of its assets are composed of converted 
agricultural debts. 

Art. 37.—Popular banks can issue through the Caisse d’Amor- 
tissement or the Central Co-operative Peasant Bank 
mortgage bonds to bearer for the value of 50 per cent. of 
the legal valuation of mortgages resulting from a judiciary 
re-valuation of their assets. 
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At a meeting on August 27, 1932, the Roumanian Cabinet 
decided to demand from Parliament the following additions to 
the above law : . 


1. Debtors desirous of profiting by the provisions of the law 
will have to prove that agriculture is their principal 
occupation and that at least 60 per cent. of their income 
is derived therefrom. 

They will be required to prove that the money borrowed 
by them was used for agricultural purposes. 

. They will be required to prove that they have not previously 

profited by similar agreements. 

4. Debtors who are also members of credit institutions will 
have to prove that they have not made use of their 
position to obtain credits. 

5. Persons owing more than 2,000,000 lei will not benefit 
by the stipulations of the law; for the above amount 
they will have to show holdings of at least 100 hectares ; 
in case of smaller holdings their debts will only be con- 
verted at the rate of 20,000 lei per hectare. 


bo 


eo 


Thus it is seen that, in an attempt to restore the balance 
between the prices of agricultural products and the fixed charges 
borne by the farmers, the Government arbitrarily wiped out 
50 per cent. of the debt of the latter and converted the remaining 
half into an obligation maturing in 30 years and bearing interest 
at the rate of 4 per cent. per annum instead of the high rates 
previously charged. 

Considered from the purely theoretical point of view, the solu- 
tion does not at first seem unfair. The farmers are now protected 
from usury, they are supposed to be capable of making such 
payments as fall due, and the creditors are able to purchase with 
the money received as many commodities as they expected to 
purchase when granting the loan. An entirely ethical solution, 
indeed, which other countries would do well to adopt. In practice, 
however, things do not seem to work out quite so satisfactorily. 

The main reason for the failure of the Roumanian scheme 
to work out with reasonable success may be found in the fact 
that it is by its nature merely an empirical and entirely arbitrary 
solution of one particular aspect of the complex economic situation 
which the world has to face to-day. The very figure of 50 per 
cent. is arbitrary. In converting its agricultural debts, Rou- 
mania is not simply taking a step that is necessary for the pre- 
servation of the major part of its population from ruin under the 
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burden of charges, but it is actually tackling the whole problem 
of the fall in world prices, the control of which is entirely beyond 
its power. The fall in prices involves the problem of over- 
production throughout the world, and also various other aspects 
of valuation of goods in gold prices. There is a multitude of 
aspects of the problem of values which cannot even be indicated 
in such a short study, but which it is impossible to influence 
decisively by the action of one single country of the size and 
importance of Roumania—and probably they are beyond the 
control of any single country. Yet it is this complex situation 
that the Roumanians have sought to amend by legislation which 
is to alleviate the burden of one class of the population—that is 
to say, wipe out one of the results of the existing situation— 
without in any way endeavouring to tackle its causes or to prevent 
its recurrence. 

That the measure in question lacks solid economic foundation 
and any constructive possibility was shown in practice by the 
immediate effect it had on the credit system. The first result 
of an arbitrary, though perhaps unavoidable, favouring of one 
class of debtors by legislation was the obvious demand of practically 
every other debtor in the country that the principle of conversion 
be applied to his own debts. The Anti-Usury League and the 
Syndicate of Owners of Mortgaged Property immediately started 
an agitation in favour of similar steps being taken with regard 
to urban debtors, and not only in connection with the owners 
of mortgaged property, but in respect of all debtors in general. 
This fact alone would be quite sufficient to evidence the un- 
soundness of the agricultural debt legislation, as it gives a very 
sound logical and legal foundation for such impossible demands. 

Worse even, the conversion of agricultural debts is an attack 
on the very notion of contractual obligation, and therefore on 
credit. Who, indeed, will want to continue lending money if it 
is in the power of the Government to release a debtor from his 
obligations, at any time and to any extent it sees fit without 
in any way offering an equivalent compensation to the creditor ? 
The only possible result of such legislation was a grave undermining 
of whatever confidence still remained in spite of depression. 
And by taking away confidence, the legislation dried up the 
source from which agriculture has to draw credit. Here the law 
entirely omits to make any provisions for future facilities, by 
the creation of a special institution for agricultural credit or some 
other similar measure, and remains a half-hearted action, devoid 
of any constructive element : it only protects the peasants from 


A 
d 

a 
0 

t 

( 

1 


1932] CONVERSION OF AGRICULTURAL DEBTS IN ROUMANIA 593 


expropriation to-day by the creditors, but it does nothing to 
provide for the needs of to-morrow. 

In a memorandum addressed to the Minister of Finance, the 
Association of Roumanian Banks pointed out that in these con- 
ditions it is virtually impossible to conduct any credit operations 
or to operate banking institutions, as an important part of their 
assets is thereby destroyed and- they are deprived of the possibility 
of making individual agreements with the debtors so as to collect 
the maximum possible amount from each ; now even those debtors 
who would have been capable of meeting the greater part of their 
obligations are not bound to do so. These, in turn, if they have 
deposited their savings in the country banks, will have to face 
their loss, consequent on the failure of the credit institutions 
which will become inevitable with the impossibility of recuperating 
assets. Thus the law sacrifices not only the interests of the credit 
organisations, but also of those farmers who had managed to keep 
fairly prosperous and had placed their money with the banks, 
syndicates or co-operative societies—that is to say, the interests 
of the class which was far more useful economically than the 
hoarder or the spendthrift, both of whom are protected. 

The law, of course, contains also a serious menace for the 
finances of the country and the stability of the lei—the very 
menace Roumania sought to avoid by not raising prices with the 
help of an increase of circulation, which would have led to inflation. 
Apart from the fact that no government could permit the destruc- 
tion of the major part of the capital resources of the country and 
the wrecking of the banking system, it has definite obligations 
resulting from guarantees given to the Agricultural Mortgage 
Credit. Most of the country banks, moreover, rediscounted 
their credits with the National Bank, so that the whole banking 
system, including the central bank, is involved.1 The State, 
in fact, has recognised the impossibility of having one party 
support the entire burden of the settlement, and has definitely 
undertaken to compensate a portion of the losses.2 But it is 
now already clear that it will not be able to do so, with the budget 
in its present state, without having recourse to inflation and 
further disorganisation both of its finances and of the economic 
life of the country. That this legislation is a menace to the 
currency was also stressed in an official protest to the Roumanian 


1 Rist Report, Paragraph 24.—Obtainable from the Bank of France. 

2 Total demands for conversion amount to 27,000 mililion lei. 

3 The Rist Report considers that the credit of Roumania will not at present 
permit the issue of a public loan either at home or abroad. 
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Government, shortly after the measure was passed by the 
diplomatic representatives of the countries particularly interested 
in Roumania and its welfare. 

And yet, in spite of all the obvious difficulties, the law was 
passed on April 13, 1932, and later amendments did not alter its 
basic stipulations. Something had to be done to prevent the 
ruin of the greater part of Roumania’s overwhelmingly rural 
population. There was also the political consideration of securing 
votes—a matter of some importance to all politicians; hence the 
popularity with them of a measure which undoubtedly satisfied 
the greatest number of voters. 

But notwithstanding all this, it is impossible to dismiss the 
Roumanian attempt at a solution of one of the primary problems 
of depression as utterly unsuitable. Whatever its practical 
results may be, and even whether it will or will not ever be really 
thoroughly applied, is of immediate interest only to Roumanians 
and those dealing with that country. But the principle involved 
is of universal interest. 

We may quite possibly see this principle of conversion of 
existing charges reappear in other countries, though it is to be 
hoped that it will be applied in a more reasonable form. Since 
1925 there has been a continuous decrease of prices, and during 
the last two years it has taken the form of violent deflation. There 
has been no corresponding deflation of fixed charges. The balance 
has been destroyed, to the detriment of agricultural producers. In 
some way or other it will have to be re-established if they are not 
to be driven to defaulting, a process equally unsatisfactory to 
them and to their creditors. And if the world does not succeed 
in increasing prices and in maintaining them at a reasonable 
level, it will inevitably have to apply in some form the Roumanian 
principle of deflating fixed charges so as to safeguard to the greatest 
possible extent the legitimate interests both of the debtors and 
the creditors. Only then will the conditions be created for the 
existence of an equilibrium necessary for a general recovery. 

W. A. 
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An Economic History of Modern Britain: Free Trade and Steel, 
1850-1886. By J. H. CiapHam. (Cambridge University 
Press. 1932. Pp. xiii + 554. 25s. net.) 


THE first volume of Professor Clapham’s mighty work has 
already reached its second edition, and will probably exert upon 
the rising generation of economic historians as enduring an 
influence as Marshall’s Principles exerted upon the last generation 
of economists. The second volume preserves all the distinctive 
qualities of its predecessor, and may be even more useful to many 
students, because it covers a period which has hitherto been 
somewhat neglected by the general economic historian. Professor 
Clapham still pursues his austere purpose ‘“‘ to make the story 
more nearly quantitative ’’; lest the story should entirely vanish 
beneath the load of statistical bricks, he continues to quote 
“ scattered individual facts from all up and down the country, 
and all over the economic field.” Once more he adopts a topical 
rather than a chronological arrangement of his material; and he 
still tends to shy away from some social questions which other 
historians have found it necessary to discuss in their surveys of 
Victorian economic development. 

Professor Clapham’s opening chapter (‘‘ Britain and the 
Nations, 1848-1853 ’’) reads like a record of Britain’s industrial, 
commercial and financial supremacy over her European and 
American competitors; but the “ Industrial Revolution’ was 
not yet fully triumphant. The United Kingdom was still “ reason- 
ably self-sufficient ’’ in food supplies, and “ agriculture was still 
by very far the greatest of her industries.” During the third 
quarter of the century the swing from grain-growing to pasture 
farming was already beginning, “long before the great fall in 
grain prices.” Rents were rising more upidly in pastoral than in 
arable districts, and some consolidation of estates was taking 
place; but the statistical inquiries of the ’eighties show that the 
process of consolidation “‘ had been going on far more slowly . . . 
than almost any of the general references would suggest.”’ Analysis 
of the “ principal occupation groups in Britain in 1851 in order of 
size” (p. 24) shows that the factory system was not yet the 
predominant form of industrial organisation; and a rough table 
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of “ employers (making returns) and employed in certain trades in 
England and Wales, 1851” (p. 35) proves that the number of 
wage-earners employed by the typical firm was still surprisingly 
low, except in the cotton manufacture. Even in the cotton in- 
dustry the company system did not take firm root until the 
’seventies; and even then the “ Oldham Limiteds ”’ were porten- 
tous rather than representative. Except at Oldham, only “a 
relatively small number of dominant firms in dominant industrial 
groups ” had adopted the principle of limited liability. Middle- 
men-employers, small masters, and “ customer-workers ”’ still 
survived in a wide range of industries; some of the new develop- 
ments (e.g. sewing-machines, and domestic plumbing) actually 
tended to give fresh life to customer-work and household industry. 
The technical supremacy of Great Britain did not extend over 
the whole field of manufacturing industry. America was taking 
the lead in the invention and introduction of machinery for wool- 
spinning, pin-making and screw-cutting, sewing and reaping. 
Superior taste, fashion and craftsmanship were bringing many 
French and Swiss articles into England, even before Peel’s tariff 
reductions. So early as 1840 the states of the German Commercial 
Union had been reported to be ahead of Britain in the arts of 
design, metal-working (?), and “chemical knowledge in its 
various branches.” In the third quarter of the century British 
manufacturers were already showing a regrettable conservatism 
in some directions; many new inventions (such as cotton ring- 
spinning, and the utilisation of waste gases in iron-smelting) were 
disregarded in England long after they had been profitably 
adopted in America and on the Continent. The growth of waste- 
product industries (e.g. shoddy, spun-silk, and coke by-products) 
was one of the most interesting results of the application of experi- 
mental science to industrial problems. In some of these industries 
Britain was enterprising and successful; but she could never hope 
to establish in them, or in such new commodities as rubber and 
cement, the supremacy which she had enjoyed in the older basic 
industries. In the ’eighties, Britain was still the industrial leader 
of the world; but her semi-monopolistic position as “‘ the world’s 
great quasi-rentier’’ could no longer be maintained. ‘ The 
mechanical and industrial movement has become once for all 
international, and there is very little échelon in the advance.” 
In his treatment of the more human and more social aspects of 
industrialism Professor Clapham is apparently less interested, and 
sometimes less interesting. In particular, his account of the de- 
velopment of trade unionism (in Chapter IV) is somewhat laboured, 
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and superficially rather arid. His analysis of the economic 
activities of the state (Chapter X) might be described as unin- 
spired, though he certainly establishes his thesis that “‘ the state, 
purged and trained fine, better informed and better equipped, 
could supervise the carrying out of its decisions with a certainty 
which would have been nearly unthinkable two generations 
earlier.” In spite of the increased efficiency of state action, 
Professor Clapham’s description of “ Life and Labour in Industrial 
Britain ” (Chapter XI) shows that the sanitary condition of the 
great towns remained deplorable throughout the period ; but he is 
not inclined, on that account, to belittle the Victorian achieve- 
ment. “The cities of Britain were among the healthiest in the 
world, and were certainly the healthiest of the Old World. The 
death-rate of New York was worse than that of Manchester ; 
those of Paris and Berlin worse than that of Liverpool.” Foreign 
visitors in the ’eighties were amazed at ‘‘ the complete revolution 

. in the lives of a large number of English workmen,” and 
at “an improvement ... beyond the boldest hopes of even 
those who, a generation ago, devoted all their energies to the work.” 
Professor Clapham reminds us that even Karl Marx considered 
England to be “the only country where the inevitable social 
revolution might be effected entirely by peaceful and legal means.” 

The non-industrial chapters of the book are all solidly con- 
structed, and authoritative in their mastery of both economic 
fact and economic theory; some of them are less interesting than 
others, but in all of them the close-locked analysis of statistical 
evidence is enlivened by notable and illuminating generalisations. 
Perhaps the most vivid chapter is that on ‘‘ Money, Prices, 
Banking and Investment ” (Chapter IX). Professor Clapham’s 
comments on the financial crisis of 1857 (p. 37)) might justly be 
given a wider significance in the interpretation of Victorian 
capitalism : ‘the trouble in Britain was due mainly, apart from 
fraud and crude incompetence, to the general reluctance to keep 
even small tanks of capital stagnant.’ No less interesting 
reflections on a more recent financial crisis may be induced by 
Professor Clapham’s description (pp. 240-241) of the ordinary 
Englishman’s scare about the balance of trade in the ’seventies, 
when the arithmetical excess of imports over exports was growing 
steadily more “‘ adverse.” Professor Clapham is clearly anxious 
to preserve his academic impartiality in discussing the relationship 
between commercial policy and the balance of international trade ; 
but it is possible to detect some gusto in his quotation of John 
Stuart Mill’s opinions on free trade (‘‘ The importation of foreign 
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commodities, in the common course of trade, never takes place 
except when it is, economically speaking, anational good... . It 
is ridiculous to found a general system of policy on so improbable 
a danger as that of being at war with all the nations of the world 
at once ’’) or of Sombart’s dictum on the mood of nationalism at 
war, convinced ‘‘dass alle internationalen Wirtschaftsbezie- 
hungen ein notwendiges Ubel sind, das wir so klein wie méglich 
machen sollen.”’ 

Such defects of detail as may be noted in Professor Clapham’s 
work are mostly minor and casual, errors of omission, or points on 
which ambiguity may arise from the inadequacy of the reader’s 
mental equipment. Misprints are fairly numerous, but they do 
not ordinarily cause obscurity. ‘ Dunkinfield” (p. 101, 1. 2) 
seems to hide the more familiar “‘ Dukinfield ”; and “ Vict. c. 30 
and 31, Vict. c. 131” (p. 137) is not a very clear description of 
the Companies Act of 1867. The general reader might assume 
from Professor Clapham’s account of the Cotton Supply Associa- 
tion (p. 221) that the British cotton-growing movement began 
with the formation of the Association in 1857. In actual fact, 
the Manchester Chamber of Commerce had been encouraging 
the development of non-American sources of raw cotton since the 
earlier ‘twenties; and even before that time the Lancashire 
manufacturing towns had been clamouring for Empire-grown 
cotton, to supplement the American supplies. A more puzzling 
case of ambiguity occurs in the reference (p. 337) to the beginning 
of a steady drain of gold to India. “It was a new thing, dating 
from about 1870. Formerly the East had been content to take 
and sterilise silver in jewellery and hoards. Now she was sterilising 
gold also.” Doubtless there is a sense in which this was true; 
but the statement as it stands needs modification or explanation. 
In the later ‘forties and earlier ‘fifties India’s average annual net 
imports of gold were about £1,124,000; her average annual net 
imports of silver were only about £1,890,000, although her coinage 
was silver.t It may, perhaps, be replied that these years were 
abnormal, on account of the increased production of gold in 
California and Australia. On the other hand, Tooke and New- 
march (to whose authority Professor Clapham pays a well-merited 
tribute on p. 366) describe the years 1846-7 to 1853-4 as “an 
ordinary period under present circumstances”; and Layton, 
after describing the gold movements of that period, adds that 
after 1856 “the flood of gold was diverted from Europe and 

1 See Tooke and Newmarch, History of Prices, Vol. VI, App. XXIII, esp. pp. 
21-23, 732. 
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America to India and the East—the traditional sink and reservoir 
of the precious metals.” 1 

That ‘‘ British economic superiority was near its nineteenth- 
century culminating point in or about the decade 1870-80 ” (p. 
116) is a main theme running through the whole of Professor 
Clapham’s second volume; during that decade (he implies) there 
occurred ‘‘ three culminating points in modern economic history— 
those of the age of steam; of the age of non-joint-stock industrial 
organisation; and of the age of undisputed British international 
supremacy in the old commerce and the new industry.” But a 
new era was knocking at the doors; by the middle ’eighties 
everything was ready (p. 108) for “electrical industries and an 
electric age.”” May it be assumed that this last phrase forecasts 
a main theme of Professor Clapham’s next volume, and that the 
preparation of the volume is already well advanced? His trilogy, 
as originally planned, was to bring the story down to 1914, with 
“ at least an epilogue ” dealing with the decade 1914-24 If such 
an epilogue had been available to students and statesmen in 1925, 
the recent history of this country might conceivably have been less 


calamitous. 
ARTHUR REDFORD 


The World’s Economic Crisis and the Way of Escape. By Sir 
Satter, K.C.B., Sm Jostan Stamp, K.B.E., 
J. Maynarp Keynes, M.A., Sm Basm. Buackett, K.C.B., 
Henry Cray, M.A., D.Sc., Sm; W. H. K.C.B. 
Halley Stewart Lecture, 1931. (George Allen and Unwin, 
Ltd. 4s. 6d.) 

For the year 1931 the Halley Stewart Trustees decided to 
arrange six independent lectures to be given on the world economic 
crisis. It may well be questioned whether this was the wisest 
course to adopt. Probably any one of the lecturers selected 
could have made a more permanent contribution to thought on 
the subject if he had been in a position to deliver the whole 
series himself. On the other hand, such a series would have lost 
the ancillary interest which this possesses. Indeed this collection 
of lectures—it is rather a miscellany than a series—is more than 
interesting, it is exciting. The lecturers appear to have worked 
quite independently. Sir Arthur Salter in the opening lecture - 
states that they had arranged a rough division of subject; but 
Mr. Henry Clay does not, in fact, deal with the question promised 
for him. To Sir William Beveridge fell the task of summarising 


1 W. T. Layton, Introduction to the Study of Prices, pp. 46-47. 
RR2 


EC. 
ace 
It 
ble 
rid 
at 
ich 
n’s 
on 
r’s 
do 
2) 
30 
of 
ne 
a- 
t, 
l 


600 THE ECONOMIO JOURNAL [DEo. 


what had been said and “ finding harmony between our views 
where it exists.” After the first two lectures the sympathetic 
reader begins to feel nervous; by the time the fifth was finished 
I found my own attention on first reading almost wholly diverted 
from the crisis to the problem :—how is Sir William going to get 
out of it? He gets out of it in fact with consummate skill and 
grace in one of the most brilliant lectures I remember reading. 

The value of such a collection of lectures must necessarily be 
not in their scientific analysis, but in the illustration they afford 
of the type of fact that appears important to six persons with 
widely different experience and outlook and, in this case, of the 
means by which they envisage that a “ way of escape” may be 
devised. The names of the authors are alone sufficient guarantee 
of the interest and importance of the book. 

Mr. Clay is the only one to endeavour to give anything of the 
nature of an analytical thesis concerning the causes of the depres- 
sion. The non-specialist would be well advised to begin with 
his lecture, which is a model of well-balanced and coherent 
reasoning. In addition, Sir William Beveridge, who has many 
other duties to perform, makes some extremely pertinent remarks 
concerning causes, and Sir Arthur Salter, who deals with the 
international aspects of the problem, explains with characteristic 
clarity certain of the factors that have contributed to our troubles. 
But Sir Arthur Salter does not attempt any general thesis. He 
expounds the character and working of each of the causes he 
mentions separately. Each of those he mentions has been 
important; many are still potent poisons and will remain potent 
in the future; but how exactly they were mixed in ’29 or ’30 we 
do not know; and indeed when we have added to them all that 
Sir William Beveridge and Mr. Clay offer we should still be unable 
to explain why the depression started when it did or why it has 
taken the form it has taken. This is perhaps inevitable, because 
nobody knows; but it is more than a little worrying, for, as 
Sir William Beveridge very rightly says, “in the special cir- 
cumstances of the post-war world, any deflationary fall of prices 
would be more disturbing than a fall in times before the war, when 
the economic system was more fluctuating, when there were fewer 
rigidities of debts, wages, debenture interest, and the like.” 
It is the danger that these rigidities will go on increasing before 
we understand enough about the causes of crises to prevent them 
that makes the study of causes—not this of depression but of the 
recurrence of periods of depression—so vital for the future. 

But the reader will quite rightly attach most importance in 
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considering this book to the views expressed concerning the way 
of escape. There seems to be general agreement among the 
lecturers that the first step is to reduce reparations and war debts. 
These lectures, it should be remembered, were delivered before 
the last reparations conference at Lausanne. After this Sir 
Arthur Salter urges that gold prices should be brought back to 
the level at which they stood in 1929 and then maintained approxi- 
mately stable, that tariff and commercial policies should be 
reformed, foreign lending revived, and the collective system of the 
Covenant of the League strengthened. From this programme as 
a list of objectives there is little dissent. The other lecturers are 
rather concerned with ways and means of attaining them, and 
with the risk of an even more serious breakdown than we have yet 
experienced before they are attained. The one remarkable dis- 
sentient note was struck by Sir Josiah Stamp, who wishes “ to see 
some definite discouragement, some definite artificial check, to 
our vast volume of imports.” The idea has got abroad—and I 
shared it the last time I tried to land in this country—that there 
has been a good deal of discouragement lately. But however 
this may be, what is really important is the fact that nearly all 
other countries are sharing Sir Josiah Stamp’s concern about 
their “‘ vast volume of imports.” In consequence the equal and 
miserably meagre volume of exports is rapidly disappearing. 
But Sir Josiah Stamp puts forward this proposal as a short-term 
remedy to be enforced for eighteen months or two years or, what 
apparently is the same, until we get back to the price level of 
1928-29. However essential a rise in prices may be, economists 
might with advantage speculate on the terrors of the next de- 
pression if prices rose from to-day’s level to that of 1928-29 in 
eighteen months or two years. Itis refreshing after this imaginary 
hustled history to find Mr. Keynes stating brutally that “ there 
is now no possibility of reaching a normal level of production in 
the near future.” His concern is to find a means of averting a 
far-reaching financial crisis. After tracing the course of events 
by which recovery might come through the natural play of 
economic forces, he concludes that in the absence of such recovery 
there will be no way of escape except by direct state intervention 
to promote and subsidise investment. His emphasis is thus on 
stimulating demand on discovering “some object which is ad- 
mitted even by the dead-heads to be a legitimate excuse for largely 
increasing the expenditure of someone on something!” Mr. Clay 
rather surprisingly adopts Mr. Keynes’s pis aller as his turnpike 
to recovery. There is one point, however, which seems to me to 
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be of special importance at the moment to which neither refers. 
Mr. Keynes argues that the balance of payments of the gold- 
absorbing countries must become less active or passive so that the 
gold coming forward from India and the mines will exceed their 
demand and will drift to England and elsewhere. This, together 
with low money rates, may enable and induce us to initiate a 
policy of capital expansion without government stimulus. But 
will low money rates alone suffice? One of the phenomena of 
this depression has been that in many countries the price of capital 
goods has not fallen in proportion to the price of consumption 
goods. May not government attention be more usefully devoted 
to ascertaining and endeavouring to counter the causes of this 
discrepancy than to reviving demand indirectly by investments, 
which, owing to the price of capital goods—and owing to the fact 
that they are undertaken by governments—may well prove 
“bad”? I do not wish to dogmatise on this point, but it is, I 
believe, one to which too little attention has been drawn. 

In none of the lectures is government capital expenditure sug- 
gested as more than a temporary stimulus to demand. Thus 
Mr. Clay looks for recovery “rather to the diffused initiative of 
the more intelligent and enterprising traders, financiers and en- 
gineers engaged in industry in this and other countries,” and 
Sir William Beveridge believes ‘‘ with Mr. Keynes, that the tough- 
ness of the system will pull us through.” 

It is interesting that in all the discussion concerning the 
stimulation of demand so little should be said about direct 
monetary methods. No less interesting is it to find a director of 
the Bank of England stating that “stable money . . . is within 
our grasp to-day.” To him not the capitalist system but 
individualism is dead and for all our ills his remedy is planning— 
and stable money he puts in the forefront of his planning pro- 
gramme. In spite of “ to-day’s grasp,” I still remain uncertain 
whether Sir Basil Blackett is contemplating some distant future 
or pointing out the immediate way of escape. I hope the former, 
for, first, we do not want money to be stable to-day, we want prices 
to rise, and, secondly, this is a world depression, and before we get 
stable world prices there must be some approximation to a world- 
wide monetary system, and a knowledge of how to work it, if it 
can be worked in the face of cartelised individual prices, rigid 
wages and universal domestic trepidation over the vast volume of 
imports. 

The emphasis of the book taken as a whole, granted (as all 
agree) that this is a world crisis, is somewhat curious. Of the six 
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lectures, two appear to be only indirectly concerned with the 
immediate situation. Unless I misunderstand them, Sir Josiah 
Stamp discusses not the depression of ’30 or the crisis of ’31 or ’32, 
but the special difficulties of England before ’29, and Sir Basil 
Blackett visualises not the way out of present difficulties but 
means for avoiding similar disasters in the future. Mr. Keynes 
is actual enough. But will public works in England alone avert 
disaster or restore world prosperity? Will they substantially 
affect world prices and lighten the burden of debt? Will they 
start a world trade revival? Sir Arthur Salter says briefly that 
commercial policies must be reformed; Sir William Beveridge 
that year by year tariff walls must slowly sink back into the 
ground. But it is not simply a question of tariffs or even of com- 
mercial policy. The root of the evil to-day lies in the endeavour 
of each country to protect itself individually against the reper- 
cussions of the crisis. Tariffs are perhaps the least and monetary 
policy—exchange control—the greatest part of the evil. Higher 
prices alone cannot restore trade while trade is prohibited ; 
nor is confidence likely to be revived so long as imports are univer- 
sally unpatriotic and exports universally prevented. I feel more 
sympathy than does Sir William Beveridge with Sir Basil 
Blackett’s planning projects. But if we must plan in the future, 
let it be to do something. During ,the last two years every 
government has planned and all the plans have been carefully 
and most successfully designed to prevent anyone doing anything. 
Let us begin by unplanning.° 

Sir William Beveridge sums up the situation, with perhaps 
not undue pessimism, by saying: “ The most that we can hope 
for this year—really it is too much to hope for this year—is that 
the governments will do something, not to cure the crisis, but to 
remove some of its aggravations—will deal with reparations and 
war debts, with some of the obstacles to trade, with one or two 
needless rigidities. We must plan to avoid another crisis later. 
We shall not by conscious effort escape this one.” ‘The removal of 
some of its aggravations must mean, if it is to have any serious 
effect, a widespread reversal not only of commercial but of 
monetary policy, a restoration of at least that measure of liberty 
that we enjoyed in ’29. It should mean a deliberate attempt to 
create confidence by courage and leadership in many countries— 
courage to do away with special measures of self-defence. If 
such a policy could be accompanied by successful efforts to raise 
prices in one or two key countries—by whatever means—or by 
the removal of the impediments to industrial revival and higher 
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prices caused by the disequilibrium between the prices of capital 
and of consumption goods, we might look upon the future with 
greater equanimity. A. LovEepay 


The Course and Phases of the World Economic Depression. Pub- 
lished by the Secretariat of the League of Nations, Geneva, 
1931. Pp. 339. 6s. Revised Edition. 


Tuts report, admirable and exhaustive, prepared by Professor 
Ohlin of Stockholm University, was first published in September 
1931, and covered the period up to the early part of that year. 
The revised edition, issued the following month, brings the history 
up to the point when the pound was forced off the gold standard. 
** Tt falls outside the scope of this report to discuss the roads that 
might lead to recovery from the economic and financial crises,” 
but in the final words it is pointed out that, while when countries 
are linked together by gold they must march together, “‘ once any 
country has abandoned the monetary standard which links 10 to 
the majority of the community of nations, it can—for a time at 
any rate and subject to ultimate and strict limitations—enter upon 
a credit policy which may do much to mitigate the immediate 
severity of the depression in so far as it is itself concerned and in 
so doing act independently of its neighbours.” After this one 
forward-looking word we may turn back to the description and 
analysis of the past. 

Before the War the economic structure of the world was 
relatively self-adjusting to change, it was flexible enough to 
secure the requisite response by alterations in wages and prices. 
Signs of stress were, however, even then visible, especially through 
the partial control of prices and wages by cartels and trade unions, 
control of production in the social interest, and the burden of 
armaments. The War brought about a profound disequilibrium— 
immense destruction of capital, the expansion of industries serving 
war purposes and the contraction of others, the growth of new 
industries in many countries, the complete dislocation of inter- 
national finance. The “replenishment boom” of 1919-20 
accentuated these disturbances, and the general failure to bring 
about the necessary adjustments produced the collapse of 1920-21 
from which the world only began to recover in 1923. From 1924 
to 1929 there was a general increase in the output of manufactures, 
in world trade, and in incomes, but from the autumn of the latter 
year the course of trade changed and plunged into a deepening 
depression, and this Report seeks to determine what were the 
circumstances in the proceeding quinquennium which brought 
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about the catastrophe. The summing-up may be expressed in 
the opening words of Chapter VI :—“ The essential characteristic 
of the present world economic depression is that a business-cycle 
recession occurred at a moment when structural changes and 
maladjustments had made the economic situation very unstable.” 

Even during the period of comparative prosperity the more 
effective maintenance of prices and wages by combinations and 
trade unions had made re-adjustment more difficult, especially in 
those industries which did not share in the general progress ; such 
were coal, suffering from the competition of oil and lignite, 
railways, whose economic territory was invaded by motor trans- 
port, shipping with an inheritance of over-supply, and textiles, 
whose output was cut down by fashion changes. These were all 
sores which might cause a disease, but beyond them is the question 
whether there was over-production in specific industries relative 
to demand at a profitable price. Figures of wheat stocks “ seem 
to indicate a certain tendency towards over-production, especially 
from 1927 or 1928.” The greater use of machinery and fertilisers 
and the invention of new wheats reduced costs and extended the 
wheat-growing area in non-European countries, and the gradual 
return of Russia to export trade further increased potential 
supplies. On the other hand, with growing wealth the more 
important countries were eating less bread. Continental countries 
were protecting their farmers, and Asia was not coming forward 
quickly enough as a consumer. The efforts of the wheat pools 
in 1927-29 to maintain prices led to more wheat sowing and ended 
in an inevitable collapse of prices. “‘ The individual farmer is 
unable, by a reduction of his output, to influence the prices at 
which he sells. Hence, contrary to the policy pursued by manu- 
facturers, he naturally tries to meet falling prices by producing 
more rather than by producing less.” His costs are incurred a 
year before he puts his produce on the market, and when prices 
are continually falling, his chances of profit swiftly disappear. 
In the end we have a situation when manufacturing countries can 
obtain their food cheaply, but agricultural countries cannot pur- 
chase the goods by which manufacturers live. With regard to 
raw materials, the fact that their “ prices were on the whole 
declining in the years up to 1928 and relatively stable in 1928-29 
before the depression does not prove any tendency towards over- 
production,” for technical progress allowed “ the earning of fair 
profits by the majority of producing units.” In rubber there 
was clearly over-production, though not in cotton, wool, silk, 
artificial silk, or wood-pulp; but Russia was rapidly increasing 


606 THE ECONOMIC JOURNAL [DEC. 


its export of timber and “it was clear that very substantial 
reductions of production in countries other than Russia would be 
necessary, even in the absence of any business depression, if prices 
were to be maintained on a profitable level.” Coal, copper, lead, 
tin, nitrates, and some other raw materials showed tendencies, 
more or less strong, towards over-production, and in some mono- 
polistic control of prices without limitation of output had led to 
increase of capacity. In manufacturing industry the demand for 
many new commodities ‘tended in several indirect ways to 
create maladjustments between demand and productive capacity 
for these and other goods, thus contributing to instability before 
trade had regained its normal balance.” Surplus capacity on an 
unusual scale was found in many industries and was probably 
increased by rationalisation; this stimulated monopolistic 
tendencies to exploit home markets behind tariff walls and dump 
surplus products abroad. 

Tariff barriers and reparations have disturbed international 
payments and caused a concentration of the flow of gold to France 
and the United States ; unregulated lending (of which Mr. Montagu 
Norman has recently complained) erratically flooded and starved 
certain markets; the maintenance of a high long-term rate of 
interest stimulated short-term borrowing; the appearance of 
New York, and the expected appearance of Paris, as a monetary 
centre, without the experience and technique of London, confused 
the financial market. All these factors and many others made 
“the international financial position in the years before the de- 
pression much less stable than it was before the war.” Such 
expansion of credit as took place in the United States after the 
influx of gold “‘ was used at certain periods for purposes of specu- 
lation rather than to increase the demand for commodities,” and, 
though the Report does not expressly say so, one is tempted to 
hold that it was this violent speculation, originating in a crude 
belief in the indefinite expansibility of American industry, that 
produced the final shock which brought down the unstable 
economic structure of the world. 

The relations between consumption, savings, and investment 
have given rise to many theories relating to the causes of the 
present depression, but from the discussion in the Report we can 
only take a few disconnected quotations. After examination of 
the available data it is concluded “ that, in the years before the 
depression, an increasing percentage of the national income was 
being used for real investment. This large investment may have 
been one of the factors which intensified the ensuing depression 
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during which investment has fallen off very rapidly.” Inquiring 
whether the output of industry could be increased by lowering the 
present rigid prices and wages, it is pointed out that this depends 
on the maintenance of the total purchasing power used to buy 
finished consumers’ goods and producers’ equipment, and that a 
reduction in costs while acting as a stimulus to production “‘ might 
well be offset by a strengthening of the tendency of the purchasing 
power to decline ” through the reduction in working-class con- 
sumption and an increase in manufacturers’ uninvested savings. 
“ During a severe depression the volume of output is small, over- 
head costs are heavy, and average costs per unit of output are 
therefore relatively high. Even substantial cuts in the variable 
cost elements, such as wages and raw material prices, would in 
most industries fail to reduce average costs to the level existing 
when business conditions were good. Even if they did, production 
would nevertheless be unprofitable as long as prices of finished 
goods are seriously depressed, as at present.” ‘‘ The failure of the 
long-term rate of interest to decline substantially is one factor 
which has tended to reduce the volume of investment and to 
intensify and prolong the present depression”; in this country 
the recent War Loan Conversion has applied a corrective. 
Henry W. Macrosty 


Economic Tracts for the Times. By G. D.H. Cote. (Macmillan 
& Co. 12s. 6d. net.) 

The Intelligent Man’s Guide through World Chaos. By G. D. H. 
(Gollancz. 5s. net.) 


THE studies which comprise the earlier of these volumes are, 
in effect, though not perhaps in design, both introductory and 
supplementary to the remarkable educational and propagandist 
work which follows. For the contents of the two books are 
essentially the same, ‘‘ The Economic Crisis,” “‘ A New Economic 
Theory ” and an exposition of the type of “‘ Socialisation ”” which 
Mr. Cole deems necessary for a rightly operative ‘‘ economic 
system.” 

The first book is supplementary in that it discusses the defects 
in method and in terminology of current academic theory, espe- 
cially the complex of errors surrounding the term “ profit,” with 
a subtlety that would be out of place in a work expressly intended 
for readers untrained in the economic textbooks. 

Believing, as I do, that The Intelligent Man’s Guide is the 
most serviceable explanation of the nature and causes of the 
collapse of the “‘ Capitalist ”’ system, and the most powerful and 
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in many respects convincing argument for a “planned” or 
“ Socialist ’? economy, that has appeared, it will be convenient 
to quote from the author’s ‘‘ Notes” his own conception of 
what he seeks to achieve. 


“I begin by trying to describe the world slump and to 
lay bare its more obvious causes. But it soon becomes 
plain that the slump cannot be understood except in relation 
to the state of the world before it set in; and that means 
to the world as it was in the years immediately after the 
war.” .. . ‘‘ Eversince 1918 most countries have been trying 
—and failing—to get back to pre-war conditions.” .. . ‘‘ We 
shall have to ask, then, what was this pre-war system to 
which the nations have been striving to return, and how it 
grew up and drew country aiter country within its orbit, in 
the course of the nineteenth century. We shall have to 
describe its growth, and to outline its salient characteristics, 
in order to see whether its restoration is really something to 
be desired, or practicable even if it is desired.” 


These final words are the keynote to the reformative purpose 
to which Mr. Cole here devotes himself. For he claims to show 
that the restoration of the pre-war system is not desirable and 
not practicable, and that therefore the obligation to build up a 
better and more practicable system is of urgent present import- 
ance. Now most ardent reformers are apt to press the arts of 
selection, exaggeration and extenuation, so as to present a case 
favourable to their foregone conclusions. One of the conspicuous 
merits of Mr. Cole, however, is the fairness and objectivity of 
his analysis. The fullness of the measured facts in his present- 
ment contributes greatly to the value of the book. Some 
economic readers may, indeed, jib at his failure to furnish the 
sources of most of the tables he supplies. But to do so would 
have loaded the pages with footnotes which would have rendered 
more difficult the task of ‘“‘ the intelligent man ”’ sensible of his 
inability to test and criticise such sources. And in fact nobody 
acquainted with Mr. Cole’s detailed accuracy will question the 
validity of this measured evidence. 

The analysis of the character and causation of the world 
slump, the account of the part played by industrial and com- 
mercial factors, the new post-war importance of money and 
finance, are in themselves so intricate as to call for the utmost 
care in presentation and in wording, if they are to be made 
intelligible. Many attempts to perform this task have been 
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made, both by experts and by intellectual middlemen, with only 
moderate success. Mr. Cole lays out the problem with proper 
regard to the novelties of the post-war situation. But he never 
loses sight of the basic fact that we are plunged in one of those 
cyclical depressions familiar to the past century. This depression 
is deeper, wider, more prolonged and aggravated by war and 
post-war troubles. But it is only a worse example of a disease 
to which the narrower capitalism of last century was prone, 
complicated by grave monetary defects and disturbances peculiar 
to this depression. 

The pivot on which modern industry turns is profit. For 
profit is necessary both as an incentive to the entrepreneur to 
operate the business system and as the chief means of the further 
accumulation of capital and increase of productive capacity. 
The inability to make profit is, therefore, the key fact in a 
depression. Plant and labour which were able to work pro- 
ductively and profitably two years ago can no longer do so. 
Why? Because there is no adequate market at a profitable 
price to absorb the goods which they could produce. But why 
have prices fallen below the profitable level? If all the income 
distributed in the processes of producing goods were spent without 
unnecessary delay in the purchase of these goods (whether final 
goods or capital goods) it would seem to be able to do so, without 
any fall in price level except such as might be attributable to a 
cheapening of costs due to improved technique or other economies 
of production. A slump must, therefore, be due either to a 
failure to apply without delay this income as purchasing power or 
else to some distinctively monetary disturbance which paralyses 
trade. It is the peculiar virtue of Mr. Cole’s analysis that he 
accepts and correlates both explanations. Rejecting as insuffi- 
cient the minor disequilibria in application of productive power, 
as between certain groups of industry due to post-war situations, 
he lays his finger firmly upon that disequilibrium common to all 
cyclical depressions, namely, the attempt to apply a larger pro- 
portion of net income to the purchase of new capital goods than 
can be utilised for the production of the smaller proportion of 
consumption goods which is thus involved. In a word, he recog- 
nises an attempt to over-save as a natural cause of slumps. So 
long as increased savings are actually applied through reserves 
or investment to the purchase of capital goods, all goes smoothly 
enough. But as soon as it becomes manifest that such invest- 
ment cannot be profitably made, the trouble begins and con- 
tinues. Had no war taken place, and no post-war economic 


EO. 
or 

nt 
of 
to 

es 

on. 

ns 

1e 

le 

it 

n 

3, 

O 

y 

L 


610 THE ECONOMIC JOURNAL [DEC. 


nationalism and debt burdens followed, the depression ripening in 
1914 would have been both deeper and wider spread than in 
previous cases. For the extensions and improvements of power, 
with all the economies of rationalisation, would have accelerated 
the pace of production in the economic world beyond the capacity 
of consumption under the prevailing distribution of income. For 
it is the normal maldistribution of income that impels the 
repeatedly frustrated attempts to operate an excessive quantity 
of new productive capital. 

While Mr. Cole makes quite clear this chronic defect of 
“capitalism,” he gives equal attention to the monetary and 
other financial troubles of the situation, recognising that suffi- 
ciency of money and a reasonable stability of prices are essential 
to the working of this or any other economic system. His 
account of the gold standard, banking, and the control of credit 
illustrates better perhaps than any other section of this work his 
powers of clear exposition, though at times the sheer intricacy of 
the play of this most abstract of economic forces will put a 
great strain upon the understanding of the ordinary “ intelligent 
man.” This, indeed, is part of the challenge which Mr. Cole 
makes to the wider educated public which he addresses. Will 
the intelligent worker, who hitherto has regarded finance as 
belonging to a world of mystery entirely outside his ken, put his 
mind to grips with it, and recognise that, if he seriously wants a 
better and a safer social order, he must at least understand the 
basic factors in that order ? 

Mr. Cole expounds in one of his most interesting chapters the 
conditions of an adequate supply of credit. But when one reflects 
upon the unenlightened attitude in which more and cheaper 
credit is advocated and applied by financial experts in America 
and elsewhere as a stimulus to “recovery,” one cannot feel 
confident that the public mind will work successfully in this 
rarified economic atmosphere. Here it must suffice to record 
Mr. Cole’s judgment that 


‘* A mere expansion of credit will be of no avail unless it 
is accompanied by Government measures for the stimulation 
of demand through an extensive system of public works— 
housing, road-making, slum clearance and the reorganisation 
under public control of industries in need of fresh capital 
equipment ” (p. 307). 


In other words, monetary remedies will be effective in so far 
as they promote an enlargement of income or spending power 
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more favourable to an expanded demand for consumption goods. 
For only thus can fresh savings be validated and capitalism 
again become profitable. But, it may be said, is this what 
Mr. Cole wants? I think the answer is ‘“‘ No.” But he is right 
in attempting to set out the immediate remedies which would 
revive the working of the present system, in order to show that 
such remedies must in themselves make the beginnings of a new 
planned industrial order. The impossibility of a return to laissez 
faire individualism is now generally accepted. For even if 
industrialism were to remain a clear field for private profitable 
enterprise, the recent vagaries of money make it evident that 
national and international controls of the financial machinery 
are essential to economic security. Not only must the dead 
weight of reparations and war debts, external and internal, be 
relieved by public policy, but any successful endeavour to raise 
the world’s prices to a profitable level must be accompanied by a 
concerted plan for raising wages so as to furnish the rising 
standard of consumption that is the necessary adjunct of revived 
industry. Western capitalism might have a new lease of life if 
the opportunity were provided to equip China, Russia, India and 
the rest of the undeveloped populations with the machines and 
manufactured goods of capitalist countries. But even if the 
political difficulties of competing economic imperialisms could be 
overcome, such a recovery could only last until the backward 
countries were able to supply themselves. Mr. Cole does not 
believe that such a restoration of capitalism is feasible, because 
capitalism could not consent to the international wage policy 
needed to a continual expansion of markets. He therefore looks 
to the supersession of capitalism by national and international 
economic planning. The old crude idea of State Socialism is 
now nowhere entertained, but there must be adequate unified 
public control over all the key economic processes, money, invest- 
ment, power, land, transport, external trade, as well as security 
for the employment and pay of labour. The workers must have 
their part in this control (though the technique of industry, 
commerce and finance must be left to experts), so that a sense of 
responsibility for social service may become a conscious incen- 
tive. It is, I think, just here that many readers will boggle in 
their acceptance of Mr. Cole’s contention. His fair and interest- 
ing account of the Russian adventure will not go far towards 
persuading these bogglers that changed economic environment 
can so strongly and so quickly modify economic motives in this 
and other Western countries as to secure from the mass of 
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necessarily routine workers a full efficiency of labour without a 
regular conscious appeal to material self-interest. Mr. Cole, 
indeed, admits that some such compromise between social and 
personal motives will be necessary during a transition period. 
But he relies upon the proofs given of the unworkability of the 
existing economic system for the establishment of the new order. 
Many readers will agree that he makes out a powerful case for 
getting organised mankind to plan a reasonable economy by an 
extension of what is termed “rationalisation”? in particular 
industries. Their chief doubt will be whether man is sufficiently 
rational and social to perform the fuller task successfully. But 
if the alternative is to cling to a visibly disintegrating system, 
they had better take their courage in both hands and try. 
J. A. Hopson 


The Economic Lessons of 1929-31: the first eleven bulletins of the 
Unclaimed Wealth Utilisation Committee of Geneva, under 
the chairmanship of A. H. Abbati. Introduction by Prof. 
T. E.Grecory. (London: P.S.King &Son. Pp. vii + 94. 
4s. 6d.) 


Mr. ABBatt is a skilful writer, with a trenchant and impish 
pen: he runs an organisation with the sensational title set out 
above: he advocates deliberate budgetary deficits, financed by 
central bank credits, in all creditor countries, with a view to 
restoring wholesale prices to the 1926-9 level; and he is capable 
of writing that “‘ had there been two men in the world of state-craft 
equivalent to an Edison, a Ford or a Selfridge, they could have 
ended the depression any time this year [1931]: had there been 
three such statesmen, they could have prevented it altogether.” 
Here is enough to make many people throw this book into the 
waste-paper basket as just one more of the pieces of crude in- 
flationary propaganda with which the world has been flooded in 
recent years. Yet, as readers of his previous work J'he Final 
Buyer will know, and as Prof. Gregory warns us in his wise little 
introduction to the present volume, to treat Mr. Abbati in this way 
would be a great mistake. He is an eclectic writer of shrewd and 
independent judgment; and no son of London or Vienna has 
written more trenchantly on the follies of uncontrolled inflation, 
miscellaneous state trading, commodity-boosting schemes and 
instalment buying, or more soberly on the limitations of the power 
of the banking system to control the volume of active money and 
the level of prices. His inflationist sympathisers will find a good 


t 
* 


1932] THE ECONOMIC LESSONS OF 1929-31 613 


deal that is unpalatable, his deflationist opponents a good deal 
that is sympathetic, in his work. 

It is true, however, that Mr. Abbati’s chief concern is to hammer 
into the public mind the disastrous effects of the “ wasted savings ” 
which, failing to find embodiment in new concrete capital, result 
in real wealth remaining “‘ unclaimed ” because in large measure it 
remains unproduced. I am glad of the opportunity to endorse 
the tribute already paid by Mr. J. M. Keynes in his Treatise on 
Money to the vigour and independence of Mr. Abbati’s pioneer 
work in this field (though I think he has run the risk of obscuring 
the essentials of his theory by a tendency to identify hoarding in 
the form of bank deposits with a carriage of actual cash into the 
banks). Further, it is clear that Mr. Abbati considers this danger 
to have been in some sense chronic in the post-war world—at all 
events more persistent than its opposite, the danger of excessive 
buying with its corollary of ‘‘forced abstinence,” or whatever we 
like to callit. With one of his reasons for this judgment-there will 
be general sympathy nowadays even in the most “ orthodox ” 
quarters—namely, the reluctance of creditor countries to buy the 
goods and services in which their debtors try to pay them. But Mr. 
Abbati also seems to believe (1) that a similar reluctance exists in 
creditor individuals as a class, so that the whole process of interest 
payment has a chronically deflationary tendency; and hence 
(2) that the reluctance of creditor countries to buy is not due mainly 
to tariffs or other manifestations of economic nationalism but to 
a maldistribution of wealth,—the rich do not wish to buy and the 
poor cannot. Thus he is at times led very close to that Hobsonian 
variant of the under-consumption theory which on other occa- 
sions he has criticised. 

I do not feel at all sure that his mind is wrong to be moving in 
this direction; but once readiness to spend, rather than capacity 
to earn, is to be taken as the test of fitness to receive an income, it 
is difficult to see where, short of World Communism, Mr. Abbati or 
any of us can logically end up. I donot think Mr. Abbati squarely 
faces the fact that the reason why since 1929 (and indeed before) 
many groups of producers lost buying-power is that, on the ordinary 
criteria of individualism, they were not fit to receive it, and that 
the plenty amidst which the survival of poverty is such a paradox 
has been partly a sham plenty due to the natural determination 
of high cost producers not to surrender the positions to which 
they had, through no fault of their own, lost their title. The 
I. L. O. Report of 1931 was right in recording “ the difficulties in 
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of exploiting the resources of the world ” and the speed of technical 
improvement and rationalisation as causes of depression, and Mr. 
Abbati is wrong in saying that they are not causes but “the effects 
of forcing under-consumption on millions of people.” But his 
peculiar doctrines, and especially his doctrine that the expenditure 
of money earned is better because more stable than the expenditure 
of money borrowed, are, I think, of real service towards forming a 
judgment both on the historical question of what really happened 
in America in 1922-9 and on certain problems of present and future 
policy. As to the past, he is, I think, in error in taking the 
approximate stability of the American price-level, in those years of 
rapidly increasing productivity, as evidence of the absence of in- 
flation ; but is there not much to be said for his thesis that it would 
have been better if the new money had got about in the form of 
increased wages instead of in the form of ‘‘ bad’ loans abroad and 
of mortgages on buildings and instalment credit at home? Has 
he not reached by a different route the same conclusions as the 
neo-Wicksellians, with their over-lengthening of the period of 
production through the depression of the rate of interest below 
its natural level? And as to the future, in these days when so 
much is heard about the necessity for a revival of foreign invest- 
ment by the creditor countries, is there not much force in Mr. 
Abbati’s constant reminders that it is better to enable people to 
earn an honest living by buying their goods than to bankrupt them 
by tarifis and other means in order to chivvy them into new 
borrowings which they know they cannot afford ? 

Readers who wish to do justice to Mr. Abbati’s position will 
do well to pay most heed to the weighty Bulletin No. 7—passing 
rather lightly over No. 4, in which he attempts to evaluate the 
“unclaimed wealth”’ by a weird farrago of methods, and the 
shrewd but somewhat ephemeral Nos. 9-10 on the position of 
sterling (it is brave of him to reprint his contention that there was 
nothing wrong with the British balance of payments in 1931). 
But throughout this short book they will find much to amuse, 
stimulate and provoke them; and will doubtless desire to receive 
the further bulletins of the enterprising Committee with the pre- 
posterous name. D. H. Ropertson 


World Disorder and Reconstruction. By Husprert Buake. (Allen 
and Unwin Ltd. Pp. 186. 6s.) 
A New Deal. By Stuart Cuasze. (Macmillan. Pp. 257. 10s.) 


Mr. Buake’s book is as clearly written an account of the 
history of the World Crisis, and of the issues of theory and policy 
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which arise in connection with it, as the ordinary student could 
wish to have. The continuous thread of his study is the crisis 
itself, and the manner in which numerous causes were super- 
imposed on and accentuatedeach other. But his running comment 
is well informed on the side of its theory, and he perceives the 
limits within which various restorative policies are applicable. He 
has thoughtfully applied the findings of the Macmillan Committee, 
especially to the question of responsibility for the course of events. 
“Tf the actual conditions (of other than monetary policies) be 
allowed, the only reasonable conclusion to be drawn is that 
monetary management alone was incapable of correcting external 
derangements and preventing the fall in the general price level.” 
The “ blessing in disguise ” of the situation now created is that it 
affords “ not only the prospect of improved trade conditions, but a 
recovery of financial hegemony among the nations of the world 
such as would have seemed impossible a year ago.” As measures 
to this end, he desires not only the co-operation of central banks, 
but an International Reconstruction Corporation, whose function 
is outlined. But the responsibility for future repair and stability 
cannot be too heavily placed on finance alone; the industrial 
contribution is also essential, the more so if progress in monetary 
reform must be slow. The right function of industrial control, 
especially in relation to the price policy of associations and com- 
bines in the trade cycle, is perhaps less agreed at present than is 
the corresponding banking function. But probably, in one case 
as in the other, the first ching is to agree that there should be 
definite management policy. “A great increase in the material 
welfare of all classes is a practicable possibility of the present era, 
but is dependent upon success in the sphere of monetary reform 
and further progress in the orderly development of large-scale 
industrial organisation.” 

Mr. Chase’s book is of a more discursive kind, as is shown by 
the titles of such chapters as those on “ Tailspin,”’ ‘“ Witch- 
doctors and Surgeons,” and “ Blueprints.”’ But it is full of vivid 
phrasing, and is a most readable popular appeal for a “ third 
road’ between the threat of either of two Dictatorships. He 
wants primarily to have it understood “what the economic 
system is for,” but I am not sure that there is any simple answer 
to such a question. Whatever it is for, it will get it in better 
measure if both the “ illiteracy of the consumer ” can be protected 
against stunts (an interesting account being given of a move- 
ment in consumers’ leadership towards this end), and if his list 
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missionary work to interest the world of business in survey and 
planning. D. H. Macerzecor 


Britain’s Tradeand Agriculture. By Montacus Forpuam. (Allen 
and Unwin, Ltd. Pp. 224. 7s. 6d.) 


No one can doubt the earnestness of this book, or fail to 
appreciate its real concern for the confused conditions of our 
trade and agriculture in recent years. Many of the author’s 
reconstructive ideas are in line with the current thought of 
economists and publicists. In respect particularly of the need 
for organised marketing, and for agricultural revival, his advance 
beyond the demands of private and semi-public researches indicates 
his special interest in our rural life. But the basis of this book is 
a theory of trade, and it is here that the economist will find him 
difficult to follow. It might indeed be best to say that the 
chapter on “ Trade in Theory and Fact ”’ should be referred to 
free traders as a fruitful source for quotation of what they never 
could think, and to the ordinary run of protectionists as a strong 
ration of their doctrine. In these columns, such tendentious 
argument is best reviewed by quotation, and not by counter- 
tendentiousness. 

The history of the free trade movement is described as one in 
which successive parts were played by the religiosity of Cobden 
and Bright, the self-interest of financiers and traders, the “ myth ” 
of the hungry ‘forties, inventions of facts, the desire of the Labour 
Party to conciliate the Liberals, Marx’s destructive interest in free 
trade, hysteria and the idolatry of “the Word.” ‘Trade is not in 
itself good, bad, or indifferent; it has to be classified, and the 
root of the author’s argument is in his classification of trade as 
constructive (or complementary) and destructive; with a cross- 
classification which includes barter trade, tribute trade, and 
finance trade. Complementary trade is the best trade, but in 
the other kinds there is liable to be a multitude of losses. I find 
it difficult to conclude how far the author would carry his limita- 
tions. The export of coal for wheat is twice uneconomic, because 
we are sending out capital and importing what we can produce. 
The export of machinery merely equips other nations to compete 
with us. So to a great extent do foreign loans, by creating the 
tribute trade. They also “ may well be disastrous to the peoples 
of the exporting countries, who have to work hard (is not this a 
slip?) to produce goods, not for their own consumption, but to 
go abroad.” Thus “‘ while the Danes themselves suffer, the result 
of Danish importation into Britain is also disastrous to this 
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country.” Could it be elaborated what the Danes, dependent as 
they are on agriculture, ought todo? Since we can export hardly 
anything that other countries cannot make or grow, and equipment 
exports turn against us in the end, what is the settlement that is 
fair to ourselves and them ? 

Obviously it is a degree of nationalism which goes beyond most 
of the current protectionism. -‘‘ So long as men and women are 
free traders, optimists, pessimists or internationalists their minds 
are paralysed, and they cannot see the truth.” The problem of 
civilisation can be dealt with only within limits over which control 
can be exercised. Within these limits, Mr. Fordham has many 
interesting proposals for reconstruction, but the spice of this book 
is in its impolite attitude to free trade and in a plentiful anecdotage 
in which the author for once is quite an internationalist. 

D. H. Macerzcor 


Theoretisch-historische Inleiding tot de Economie.. By H. W. C. 
BorpDEwisK. (Wolters: Groningen. 1931. Pp.652. FJ. 13.90.) 


‘THE present generation lives too much in the present day.” 
So says Professor Bordewijk in the concluding paragraph of this 
very notable work, in which, believing that he who is furnished 
with a knowledge of the history of a science is better equipped to 
grapple with the problems of the hour, he provides an admirable 
account of the contentions and the wrestling of spirit of past 
generations. In the not too extensive literature dealing with 
the history of economic doctrine, Professor Bordewijk’s ample 
volume is entitled to a high place, in virtue of qualities which 
distinguish it agreeably from other books on the same subject. 

How a history of economic doctrine should be written is a 
question which might furnish occasion for endless debate. In 
a sense, of course, it depends on the space which the author 
allows himself. Even in writing a book on economics, economic 
principles must be observed ; and where pages are few in number, 
most urgent needs must be satisfied first. Then, apart from the 
great question of exclusion or inclusion, there is the problem of 
the relation of the history of economic doctrine to economic 
history. The historian of doctrine may not shut his eyes to the 
circumstances which beget a point of view; yet, if he is to get on 
with his job, he must resist the temptation so to explain his 
witnesses that he finds at the end that he has written a book on 
economic history. 

Professor Bordewijk has allowed himself reasonably ample 
measure, so that in the main he is able to proceed leisurely where 
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he is interested. It would be easy to criticise his omissions and 
inclusions ; but such criticism is always futile. The outstanding 
feature of his treatment is that, to an extent not equalled else- 
where, he allows his witnesses to speak for themselves. It is a 
peculiar merit of this book that the writers whom Professor 
Bordewijk discusses are not merely reported upon: in all matters 
of importance their own words, whether English, French or Ger- 
man, are reproduced. History (and biography) at times intrude, 
but never to such an extent as to make the reader forget that it 
is with theory that the writer is concerned. 

This “ Introduction ” might perhaps be cited as an example of 
a present-day tendency to the unduly lengthy chapter, but here 
it does not have all the unhappy consequences which sometimes 
follow in the hands of less skilful writers. Though there are well 
over 600 pages of reading matter, the whole is condensed into 
five chapters. Of these the first is indeed, if not exactly an 
irrelevancy, at least something in the nature of a separate book. 
For in the first chapter Professor Bordewijk discusses Grond- 
begrippen (Fundamental Ideas). This is to a very large extent 
what we should call ‘‘ Scope and Method,” and deals with such 
questions as the relation of economics to practice and of economics 
to ethics. Professor Bordewijk traces the confusion that arises if 
the economist is expected to have a solution for all problems; 
likewise, with regard e.g. to wages, he observes the intrusion of 
ethical ideas into economic theory. On all this, as on the nature 
of economic law, the deductive and inductive method and much 
more, Professor Bordewijk is excellent; but except that it is 
written by one who can enforce his points by citing the views of 
the masters (and others), it is scarcely a part of the history of 
doctrine; and, if only for the comfort of the reader, striving to 
hold aloft this immensely heavy book, it might with advantage 
have been published separately. 

The four chapters dealing with the history of doctrine are 
devoted to the Mercantilists, the Physiocrats, Adam Smith and 
his school, and to the Historical and Austrian schools. The 
chapter on the Mercantilists deals with such familiar names as 
Montchretien and Mun and (less familiar to us here) Pieter de la 
Court. The theoretical discussion is supplemented by a disserta- 
tion on Mercantilist practice, where we come across Richelieu and 
Cromwell, and by a consideration of elements which in these days 
might be regarded as constituting a mercantilist revival. Professor 
Bordewijk is perhaps less sympathetic to the mercantilists than 
has of late been customary. His own views are of the strictest 
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orthodoxy in the matter of Free Trade, and he cannot disguise 
from himself the cynicism and the selfishness of the mercantilists. 

The chapter on the Physiocrats is chiefly remarkable for the 
high place assigned to Boisguillebert in the history of economic 
doctrine. He is in a sense one of Professor Bordewijk’s heroes. 
‘he other hero, it is refreshing to observe, is Adam Smith, who 
alone occupies more than a sixth part of this book. Not that 
Professor Bordewijk is uncritical; indeed, he disentangles 
admirably, as M. Gonnard also has done, the physiocratic remnants 
in Adam Smith and the confusions to which these traces of 
physiocracy gave rise. He has also the courage to indicate that 
Adam Smith was scarcely fair to the entrepreneur. But his 
appreciation of Smith is tinged with something approaching 
personal affection. He properly notes the absence of fanaticism 
in Smith; but, more surprisingly, he remarks that in studying 
Smith, “ despite all criticism, one constantly falls under the charm 
of this extraordinary man” (p. 379). Thisis a just remark, but 
it might have been thought that the subtleties on which the charm 
of Smith depends might have appealed only to his own country- 
men—regarding Englishmen, for this purpose, as the countrymen 
of Adam Smith. The school of Smith as discussed here includes 
Say, Ricardo, Malthus, J. S. Mill and von Thiinen. In Mill most 
attention is devoted to his theory with regard to the sphere of 
government activity. 

The last chapter, on the Historical and Austrian schools, is 
perhaps of less interest to the English-speaking reader. The 
chapter is, in fact, almost entirely devoted to the historical 
school (of which List is looked upon as the founder), and tends in 
its later stages to deal with questions which we do not now find 
greatly exciting. But Professor Bordewijk discusses admirably 
the limitations of the historical method. “ Feiten vragen ver- 
klaring. Zie geven haar niet’ (Facts demand an explanation ; 
they do not furnish it) (p. 594). This expresses with epigrammatic 
neatness the case for theory. In the very few pages devoted to 
the Austrian school Professor Bordewijk unearths an early Dutch 
anticipator of the marginal theory in Mr. 8. van Houten, who 
discussed value in a thesis for a doctorate at Groningen in 1859. 
But Professor Bordewijk does not here get beyond the fore- 
runners, and ends abruptly, excusing himself on the plea that 
there are other excellent books available on the Austrian school. 
It is a line of reasoning which, if admitted, would play havoc with 
the book trade, and in this case is disappointing to the reader. In 
fact, one gets the impression that Professor Bordewijk suddenly 
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felt that he had written enough. Which, of course, is always an 
excellent reason for stopping. ALEXANDER GRAY 


Marischal College, 
Aberdeen. 


Principles of Public Utilities. By Jonzs and Truman 
C. Bieoam. (New York: The Macmillan Company. 1931. 
Pp. xiv + 799. 21s.) 


It is clear that most discussions of public utilities are aimed 
at an economic entity of some sort. That is to say, a public 
utility is for most writers something with economic peculiarities, 
appropriately to be argued about according to economic principles. 
But such discussions very seldom manage to keep this economic 
entity consistently in view. The reason for this is that primarily 
a public utility is not an economic entity at all, but a legal. It 
is primarily whatever is defined as such by statute law. But this 
legal concept is explicitly or implicitly dependent upon the exist- 
ence of a political concept. Politically a public utility is whatever 
political scientists regard as a proper subject for the sort of legal 
treatment meted out to public utilities in the legal sense. But 
behind this, again, is an economic concept—the view that certain 
things have this political significance because their economic 
characteristics are peculiar. Thus writers on public utilities have, 
apparently without always knowing it, three themes in one, which 
unfortunately affords scope for confusion as well as for invention. 

In not making this clear and in falling into many of the errors 
to which it usually gives rise, Professors Jones and Bigham cannot 
be said to have improved upon previous writers, for whom they 
seem to have no very great respect. Their first chapter, an 
excellent historical survey, is aimed fairly and squarely at public 
utilities in the economic sense—or rather at the particular five 
utilities (water, gas, electricity, tramways, and telephones) to 
which, following a sensible customary division of labour, the 
argument of the book is restricted. This survey is likely to become 
the locus classicus for brief but adequate information on American 
public utility history, as that in ‘‘ Further Factors in Industrial 
Efficiency ” has become for England. 

Chapter II is more controversial. Here the authors attempt 
to deal with those characteristics which “are not in every case 
peculiar to public utilities, but taken in the aggregate . . . are 
sufficiently important to put the industry [sic] in a class by itself.” 
Since the authors do not seem to be quite sure which of the three 
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concepts they are dealing with here, it is not altogether surprising 
that this chapter is rather confused. The first characteristic 
dealt with, the furnishing of indispensable services, will be 
admitted (perhaps with certain verbal reservations) as an 
indisputable economic characteristic of public utilities by all 
critics who know their subject. Not indeed as one that is 
peculiar in kind to public utilities, but nevertheless as one that 
is strikingly peculiar in degree. The authors are especially to 
be congratulated on having given the best description yet pub- 
lished of the exact nature of this degree of indispensability. 
Although their discussion might be improved in detail—on page 
66, for instance, there seems a certain confusion between the 
indispensability of water and the indispensability of central water- 
supply services—in the main the authors have given a true account 
of the way in which the urgency of the demand for public utility 
products depends on the fact that they are services. It would 
be interesting to see this fact put in its proper relation to the usual 
doctrine that public utilities are monopolies—a task which the 
present authors have not attempted. 

Instead of exploring this, Professors Jones and Bigham bow 
to tradition, and declare secondly that ‘public utilities are 
natural monopolies.”” Nobody of course will deny that so far 
as this is a peculiarity of public utilities it is an economic charac- 
teristic of the highest importance. But this is the only sense in 
which the authors are quite justified in assuming that “ there 
is now almost universal agreement upon this point,” for it seems 
high time to raise the previous question whether this is strictly 
a peculiarity of public utilities at all. Everything seems to 
depend on what is meant by ‘“ monopoly.” If the word is 
used to mean the presence of only one seller in a market—that 
is to say, if the definition means that, quite independently of 
any special authoritative intervention, it is an economic impossi- 
bility for a customer to be offered by different public utility 
undertakings services which are so similar that a very small 
difference in price will induce him to change from one to the 
other—then it is manifestly unsound. If historical proof of its 
unsoundness were needed, it could be supplied by such experience 
as that of the Halle tramways or the Glasgow gas companies, — 
or even the numerous American examples adduced on page 68 
of the present work. 

It would be ungrateful in a criticism of this section to pass 
over the authors’ discussion of telephone costs, even if one wishes 
that they had been a little more positive in their condemnation 
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of the tradition that telephone services constitute an exception 
to a general rule of increasing returns among public utilities. 
They have done well in calling attention to the fact that mis- 
understandings on this point have been “ due in large part to a 
disagreement as to the proper unit for measuring the services 
rendered,” but their suggestion that a suitable unit would be 
the call-mile-minute does not seem very happy. This would 
be equivalent to speaking of ton-mile-packets in railway services, 
and contains a redundant dimension. Pages 89-90 further show 
the weakness of this side of the argument. But indeed through- 
out the whole literature of public utilities there is still insufficient 
recognition that all units of measurement are arbitrary, and that 
the arbitrariness is most pronounced when the things to be 
measured are not “ goods,” but services. 

The characteristics already dealt with do at least belong to 
the sphere of economics. This is not true of the third, fifth, sixth, 
and seventh, in enumerating which the authors seem to be 
repeating an old fallacy which it can hardly be necessary to deal 
with at length. ‘‘ Thorough-going regulation,’ “steadiness of 
earnings,”’ and peculiar problems of ownership and employment 
are characteristics which take the political concept of public 
utilities for granted in attempting to explain the economic concept 
on which it is based. The confusion of the three concepts runs 
right through this book, in fact, and not this book alone. But 
quitc apart from this, the cautious reader would be suspicious 
of the overlapping and irrelevant categories of such a classification 
as this. We still seem to be some way from the culmination of 
that scientific treatment of public utilities which Professor Ely 
assured us had been inaugurated by Professor Glaeser. Never- 
theless, this is both a more scientific and a handier book than 
Glaeser’s Outlines, even if it seems in places less informative. 

The next section is the strongest part of Professors Jones and 
Bigham’s book. It deals with certain technical problems in 
what is rapidly becoming the traditional order—Regulation, 
Valuation, Rates, Service, Finance, Business Relations. This 
is probably better done as a whole than by any previous writers, 
although some of the conclusions are vitiated by the confusion 
of the first part of the book. The chapters on rates are particu- 
larly commendable, if only for the way in which they avoid the 
imposition of heavier argument than the terminology will bear 
upon that overtaxed word “ discrimination.” One is inclined 
to suspect that the authors are not quite happy about joint and 
overhead costs. But which economist will cast the first stone 
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at them for this? And it is a pity that notions of justice and 
equity are applied where one would look for something a little 
more objective. Nevertheless, these chapters are very well done, 
as is also the chapter devoted to service standards—a much 
neglected branch of inquiry, the full exploration of which would 
lead to some interesting conclusions concerning units of measure- 
ment and ultimately go far to clear up the obscurities of the 
“ discrimination ” terminology. 

The authors again follow tradition in concluding their work 
with a chapter on a question of political science that economists 
dealing with public utilities, for some occult reason always feel 
obliged to write. Professors Jones and Bigham’s discussion of 
this matter of public versus private ownership is not up to the 
level of the middle of their book. Among other shortcomings, 
it seems to neglect the German experiments with the ‘“‘ mixed 
undertaking ”’ and the theoretical conclusions which may be drawn 
from them. 

Nevertheless, this book is one of the best general discussions 
of public utilities that have yet been written, and judged by 
contemporary American standards it is a good book. It may seem 
an impertinence for one who stands outside the whole legal public 
utility structure to call these standards in question; but some- 
times the distant spectator sees the wood all the better for not 
being able to discern the separate trees. After all, the political 
problem of public utilities, still more the economic, is not 
peculiarly American. Whatever their legal superstructure, these 
more fundamental problems are attracting attention throughout 
the civilised world, and especially in England, Germany, Italy, 
and Japan. The really scientific textbook on the economics of 
public utilities will apply equally to the different conditions in 
all of these countries as well as to those in America. And it 
has not yet been written. H. E. Batson 


The London School of Economics. 


Taxation during the War. ByStrJostan Stamp. (Economic and 
Social History of the World War. New Series. London : 
Humphrey Milford. Oxford University Press. 1932. Pp. 
xiv + 249.) 

Tuts volume contributed by Sir Josiah Stamp to the Economic 
and Social History of the World War falls into two distinct parts : 
first, a narrative of the debates on the British War Budgets 
presented between 1914 and 1918, and secondly, an analysis of 
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the Excess Profits Duty and of the difficulties encountered in its 
administration. It need hardly be said that in both parts of the 
book Sir Josiah’s description and analysis possess very obviously 
what he calls “eyewitness quality.” ‘I was busy,” he says, 
“ with the inception of most of the actual and most of the abortive 
schemes and changes, busy with their legislative programme and 
history, busy with the administrative aspects of many of them.” 
With the penetration and insight of one who was concerned with 
the actual development of war-time financial measures is com- 
bined the objectivity characteristic of the spectator. 

Those points in the Budget debates which are of interest, 
either on account of their association with older views or because 
of their anticipation of subsequent controversy, are selected for 
emphasis. At the time of the last pre-war Budget, speakers were 
still to be found who regarded the income tax as a weapon which 
should be only freely used in the emergency of war, and who 
quoted with approval Gladstone’s views on the subject. On the 
other hand, anticipation of recent discussions is found in the 
doctrine that the income tax “ was increasingly being treated as 
an ordinary business charge and passed on to the consumer.” 

Personalities do not stand out clearly with the exception of 
Sir Arthur Markham “ turning every way as he stood denouncing 
with bitter scorn all who whined at taxation or tried to whittle 
away the provisions before the House.” Considerable influence is 
attributed to Mr. Montague’s speech declaring that everybody 
should contribute to the State either through tax or loan one half 
of his current income. One also notes the impression created by 
Lord Arnold’s speech in favour of the capital levy, which “in my 
judgment was in most respects the most remarkable effort of any 
in all of the financial debates of the war.” The general impression 
that is left, however, is that of the futility of a good deal of the 
discussion, ranging at times over proposals to tax bicycles and 
fancy names for houses, and the absence, apart from a few notable 
exceptions, of a grasp of the general financial problems of war. In 
dealing with the general situation himself, Sir Josiah suggests that 
qualifications must be admitted to the usual view that the oppor- 
tunity to apply drastic taxation was neglected in the first year of 
the war. In a concluding chapter he accepts the thesis that in 
war better results are secured by permitting inflation to swell 
money profits and then taxing them away than by “ the limitation 
of prices and profits with the absence of such taxation.” 

The evolution of the Excess Profits Duty and the problems 
associated with its administration are fully examined. Separate 
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sections deal with such special problems as underwriters’ profits, 
the profits arising on the war time sales of ships, the valuation of 
stocks. The part played by the officials of the Inland Revenue in 
the smooth working of the duty is emphasised ; but it is clear that 
these officials performed an even more important service in pointing 
out to Ministers the dangers of concessions which would have 
cost millions of pounds of revenue. The extension of the duty into 
the post-war slump involved the Exchequer in heavy repayments, 
but these repayments ‘‘ must have saved many hundreds of firms 
from serious difficulties and even bankruptcy.” This part of the 
book is certainly the more important and provides an illumi- 
nating exposition of the operation of the Excess Profits Duty. 
E. L. HarGREAVES 
Oriel College, 
Oxford. 


A Catalogue of the Library of Adam Smith. Second edition. Pre- 
pared for the Royal Economic Society by James Bonar. 
With an Introduction and Appendices. (London: Mac- 
millan and Co., 1932. xxxiv+ 218 pp. 8vo. 21s. net.) 
(To Fellows of the Society, 10s. 6d.) 


Every lover of Adam Smith should hasten to get a copy of 
this handsome volume, and not be misled by the short title into 
thinking it is merely a Catalogue. The Introduction and 
Appendices contain much that is new and interesting about the 
great master’s life and writings, a portrait of Adam Smith and 
one of his mother, a ground plan of his house at Kirkcaldy, a 
discussion of the various portraits, statues, and statuettes by the 
late Mr. J. M. Gray, Curator of the Scottish National Portrait 
Gallery, Edinburgh, a facsimile holograph manuscript letter of 
four quarto pages from Adam Smith to his publisher, Strahan, 
’ and other attractive matter outside the Catalogue itself. 

The Catalogue is embellished with quotations, printed in red, 
from Adam Smith’s works and letters showing the use he made 
of his library in references. The list of books is greatly amplified 
by bibliographical notes which add to the enjoyment and instruc- 
tion of the reader. It includes in round numbers 1100 books or 
pamphlets and 2200 volumes—probably about half the original 
collection. 

One of the few cryptic utterances of Adam Smith is his saying 
“T am a beau in nothing but my books.” Possibly his love for 
fine bindings was overborne by a greater love for economy, since 
the binding which was done to his order is usually the cheap work 
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of some craftsman who was neither expert nor artistic. Professor 
Nicholson had the good fortune to examine a large portion of the 
library before it was dispersed. He says: “I was most struck 
by the large number of books of travel and of poetry, of some 
of which there were more than one edition and occasionally 
éditions de luxe.” These last were probably presentation copies. 
A bibliophile would never have been content with the mean little 
bookplate which contains the words Adam Smith in a rectangle 
of which the four lines are not even accurately ruled. 

It is clear that Adam Smith collected his library himself and 
was well acquainted with its contents, which testify to the 
catholicity of his interests. Nearly one-half of the books which 
have been traced are in French. Greek, Latin and Italian amount 
collectively to about 5 per cent. The economic section is, of 
course, the one which interests us most. The inclusion of Moreau 
de Beaumont’s celebrated Mémoires, quoted in the Wealth of 
Nations, is not only justified by the very interesting letter from 
Adam Smith to Sinclair, reprinted on page 19 of the Catalogue, 
but also by the fact that Nicholson once took me to see the copy, 
with its inscription showing it to be a present from Turgot, in one 
of the great Edinburgh libraries, probably the Advocates’. 
Although this was about forty years ago, the book is doubtless 
where it was. One of the humours and pitfalls of bibliography is 
the Ouvrage posthume de Mr. B. I. D. P. E. C. (page 33). This 
was until this year catalogued by the British Museum under C as 
the initial of the author’s surname. It has been pointed out to 
the authorities that the initials stand for Monsieur Boulanger, 
Ingénieur des Ponts et Chaussées. 

The very interesting portrait of Adam Smith’s mother, ‘‘ now 
published for the first time,’’ was printed in the special Adam 
Smith number of the Fifeshire Advertiser in 1926. The statement 
on p. 200 that the Overstone Library, now including the M‘Culloch 
Library, is at Reading University, is opposed to the assertion in 
Quaritch’s Dictionary of English Book Collectors, Part VI, of J. 
Ramsay McCulloch, 1895, that his books were sold at his death 
in 1864 to Lord Overstone and that many volumes were destroyed 
by a fire in Overstone’s house soon afterwards. Only a very small 
part of M‘Culloch’s great collection survives at Reading as the 
M‘Culloch library. The two statements are reconciled by this 
qualification. 

The temptation to comment upon a great number of interesting 
items must be resisted. The first edition of the Catalogue was 
issued in 1894 on behalf of the Economic Club, London, then 
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newly founded and still flourishing. In the interval of thirty- 
eight years Dr. Bonar has pursued his researches with unflagging 
devotion and has laid us under a great burden of obligation. 
This greatly enlarged second edition, needless to say, is stamped 


with the hall-mark of his scrupulous erudition. 
Henry Hiaes 


England To-day. By F. Jamss, Pu.D. (London: P. S. 
King & Son, Ltd. Pp. 238. 6s.) 


Tuts is a sensible little book which sums up the various 
aspects of the present economic situation of England clearly, 
giving due weight to the main factors involved. Monetary com- 
plications are first unravelled under such slogans as “ getting and 
spending,” “ what is a pound?” “the cross of gold”; then 
follow the industrial problems of high wages and of rationalisation 
and unemployment; and finally the implications of international 
trade and finance are set forth. The solutions of these problems 
that are put forward are often of the pious aspiration type, looking 
to salvation by good-will, co-operation and co-ordination; but I 
heartily endorse the practical suggestion (p. 140) that by shorter 
hours technological unemployment may be mitigated. Dr. 
James might indeed have followed up this suggestion by examining 
how far the increase in the costs of idle overheads likely to result, 
could be avoided by working shifts—by diminishing the hours 
of labour but increasing the hours of capital. Again, in discussing 
the framing of index-numbers of general purchasing power, 
(p. 47) some allusion might have been made to Mr. Keynes’s 
constructive suggestions in his Treatise on Money, and in the 
chapter headed “ Banking Policy and the Price Level” some 
credit perhaps been given to Mr. Dennis Robertson’s book with 
that precise title. But on the whole Dr. James shows himself 
well versed in the recent literature of economics, whether official, 
academic or independent. 

The treatment is elementary and should appeal to the large 
and apparently growing number of untrained general readers who 
are eager to follow and understand the intricacies of the economic 
system,—at least whenever a crisis occurs there. The occasional 
tables that illustrate the text are well-chosen and to the point. 
But may a protest be made against the growing practice here 
exemplified of relegating all footnotes to an Appendix? Foot- 
notes, we are informed, ‘“‘ tend in many cases to interrupt the 
train of thought of the reader.’ Surely short notes tucked away, 
accessibly, at our feet, do not really “‘ interrupt trains of thought.”’ 
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The more thoughtful reader should, in fact, welcome immediate 
attention being called to the documentary sources of summary 
statements in the text. P. Sarcant FLORENCE 


The University, 
Birmingham. 


Emergency Finance for Small Business. By K. A. Coss. 
(London: Crosby Lockwood & Son. Pp. 71. 2s. 6d.) 


Tuis little book may be recommended to those who wish to 
become familiar with the rugged outline of company finance in 
its legal and accounting aspects without being overwhelmed by 
an avalanche of detail. Some familiarity with the forms and 
conventions of business dealings seems advisable at a time of 
emergency, when the question of how the industrialist is to raise 
capital and to cut down costs is so much in the economist’s eye. 
Three of the seven chapters (II-IV) deal with these matters, the 
remaining four being devoted to accounting practice, partnership 
and amalgamation, limited companies and, finally, arrangements 
with creditors. 

Anything that throws light on the behaviour of small businesses 
is particularly welcome where, as probably in England, the bulk 
of dealings is still between small businesses while the bulk of 
writings is certainly about large businesses and combinations. 
It is refreshingly realistic to be told that “‘ the greatest drain on 
a business is usually the drawings of its owner” and that a 
*‘ business man’s personal expenditure often attains considerable 
dimensions,” so much so, indeed, that a ‘‘ domestic balance- 
sheet ” and ‘“‘ domestic income and expenditure account ”’ should 
be kept to ensure home economies. 

The style is clear and succinct and reference is facilitated by 
numerous cross-headings and an index. 


P. SARGANT FLORENCE 
The University, 


Birmingham. 


Finance and Politics. By Pavt Ernzie. (London: Macmillan 
&Co. 1932. (Pp.x + 139.) 


THE reader of this volume may be inclined to wonder whether 
any nation could emerge unscathed from so searching and ruthless 
a scrutiny as Dr. Einzig applies to the policy of France since 1926. 
Motives are seldom quite uncomplicated; behind the most 
apparently disinterested generosity there may lurk a suspicion 
that it might pay in the end, and even the seekers after the 
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Kingdom of Heaven may harbour fleeting thoughts of the things 
that will finally be added unto them. Dr. Einzig does indeed 
admit that it is difficult to prove motive, yet he piles indictment 
on indictment in a manner that is sometimes unanswerable, some- 
times impressive, and occasionally inclined to be lurid. 
Recapitulating the familiar events of past years, he not only 
shows that France has consistently used her financial power for 
political purposes, but reads into her actions a deliberate policy 
of seeking financial hegemony, at whatever cost to the rest of the 
world, to suit her national ends. While Great Britain has aimed 
throughout at restoring world prosperity, and accorded her help 
impartially to former allies and fallen foes, France has never 
given assistance except to secure an ally or weaken a potential 
adversary. Four loans have been granted by her for the express 
purpose of increasing armaments, but any country that required 
capital for constructive purposes must look to London or New 
York. Dr. Einzig has no difficulty in finding facts to support his 
indictment: the French attitude in the Credit Anstalt affair ; 
her delay in accepting the Hoover Moratorium ; her unwillingness 
to co-operate in the rescue of Germany in 1931; her withdrawal 
of balances from London and New York whenever a passing breeze 
blew over international relations. But Dr. Einzig penetrates 
further behind the scenes : Hungary must change her government 
to suit France; the author of the ill fated Customs Union Scheme 
and the President of the Austrian National Bank are removed from 
office and replaced by French nominees; the Roumanian Banca 
Marmorosch is allowed to fail that she may learn a lesson in 
political sympathies; M. Laval visits the United States and per- 
suades President Hoover not to repeat the gesture of the previous 
summer. Finally, it is argued that the deflationist policy avowedly 
pursued by France was definitely intended to accentuate the exist- 
ing world depression because such depression, while doing little 
harm to a self-contained country, spelt frozen British and American 
credits, and consequent French financial supremacy. Here 
Dr. Kinzig admits that it is difficult to prove motive, but argues 
that persistent deflation in circumstances that should normally 
have produced inflation, is not susceptible of any other explanation. 
France has not been successful in keeping the financial 
supremacy for which she had worked so hard, partly because of 
Great Britain’s unexpected recovery, but chiefly because the 
French temperament, which is essentially that of the peasant 
who will not be parted from his gold, unfits her for the part of the 
Banker, who must nurse his clients in good times or bad. In this 
No. 168.—voL. XLII. 
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part of the argument it becomes a little difficult to disentangle 
descriptions of fact from hopes and wishes. The book was pub- 
lished before the Lausanne Conference, which for the writer, was 
fraught with great possibilities. He hardly dares to hope that the 
leopard will change his spots, but if the unexpected should happen 
and Reparations be abolished, he forecasts a spectacular world 
recovery. On the other hand he argues that if France insists on 
her pound of flesh, Germany will be justified in repudiating her 
obligations, and not only because she cannot pay. Similarly, and 
apparently without any hesitation on so delicate a threshold, he 
argues that once Reparations are cancelled, France has every 
right to repudiate her debt to America. 

The end of the book is a little weak, partly because it deals 
with possibilities that are necessarily vague and partly, no doubt, 
because it has left the bracing atmosphere of denunciation for the 
softer airs of counsel. Dr. Einzig in matters of finance commands 
a respectful hearing, and finance is perhaps too pervasive of human 
affairs to be adequately isolated. Yet the inquiry into motive, 
even if it convinces, does nothing for the cause of world reconcilia- 
tion which is the avowed object of the writer, as of all thinking 
persons. H. REYNARD 


Principles of Marketing. By Frep E. Cuarx. (New York: The 
Macmillan Company. Revised edition, 1932. Pp. viii + 
657.) 


Tuts work, the first edition of which appeared in 1922, is one 
of the best of the many treatises on marketing and allied topics 
which have appeared in recent years in the United States of 
America. It covers a wide field with much success, beginning 
with farm products at wholesale and retail and passing on to the 
marketing of manufactured products and to a detailed con- 
sideration of the many problems that arise in retail distribution. 
Finance, risk, cost of marketing, State help and State control in 
selling are suggestively handled; and room is found for con- 
sideration of such controversial topics as Price Maintenance and 
Co-operative Marketing. While the examples chosen and the 
conditions contemplated have reference almost entirely to the 
United States, much of the discussion has a general application 
and should afford help to students elsewhere of this very important 
branch of descriptive economics. ; 

Comparison with the first edition demonstrates that certain 
developments in marketing of fundamental importance have taken 
place during the past ten years. Some of these are the direct 
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consequence of the growth of road motor transport and of the 
greater efficiency and speed of transport by rail. Others are due 
to improved technique in the standardisation and grading of 
products and to the growth of large-scale operations in manu- 
facture which force business men to devote special attention to 
the sale of their products, while others, again, are the consequence 
of the revolutions that have taken place in the general field of 
retail trade. Advertisement, too, has increased both in quantity 
and quality during the period under review; and trade associa- 
tions and trade papers for the dissemination of market news and 
market conditions have been multiplied everywhere. 

The chapters devoted to retail trade emphasise the enormous 
cost of doing business in the large department stores and mail- 
order houses in the United States. No European figures are given 
by the author, but those that are accessible support the thesis that 
similar establishments in the larger English cities are confronted 
with similar difficulties. The cost of delivery alone, of goods to 
customers by London department stores, works out at 2-4 per 
cent. of retail prices, and the liability to waste, coupled with 
exceedingly high advertisement costs, generates an additional 
charge which small-scale retailing escapes. The latter, however, 
always has a low turnover of merchandise which tends to increase 
the net unit cost of doing business; but this drawback can be 
overcome, and the conclusion is inevitable that the glitter and 
show of the large department store with all its trappings of rest 
rooms and the like are paid for by the consumer through the 
maintenance of retail prices at a higher levei than is necessary. 
This will continue until management in small-scale retail trade 
makes further advances in efficiency. The multiple shop system, 
dealing in a small range of goods, is the customers’ safeguard at 
present. 

In his discussion on price maintenance the author concludes 
that the evil results accruing from cutting the prices of branded 
goods are not so great as the advocates of price maintenance seem 
to believe; but he is willing to concede to manufacturers the 
privilege, if they desire it, of attempting to maintain prices. He 
argues, however, that they are likely to be successful under certain 
conditions only and that even then it is doubtful whether they 
really benefit in the end. His conclusion that the whole question 
is a relatively unimportant one for all concerned seems eminently 
sensible. Coupon trading, which rouses the ire of the retail 
sections of Chambers of Commerce in England, is not among his 


catalogue of unfair competition methods, nor does anything 
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resembling it call for comment elsewhere in the work. Surely 
American manufacturers are not behind their European com- 
petitors in this device of advertisement and salesmanship. 
J. G. Smira 
University of Birmingham. 


Business Rationalisation. By C.S. Myers. (Pitman and Sons, 
Ltd. Pp. 76. 3s. 6d.) 


THE special contribution of this book to the problems of 
Rationalisation comes from the side of biology and psychology. 
In the first chapter, Dr. Myers points out both the similarities and 
the differences of organic evolution and economic organisation. 
“The evolution of business has taken place by integration and 
co-ordination of formerly separate units, rather than, as in the 
evolution of forms of life, by differentiation and subdivision 
within an originally single unit.’ In business, we have to create 
the unity of direction which in organisms was always there; and 
in another aspect this means finding the right scope for both 
intuition (the characteristic of simple organisms) and reasoned 
planning. In some respects also, the organic analogy is applied 
to the types of combination which Rationalisation usually adopts. 
Dr. Myers quotes the examples of structures which develop a sort 
of instinctive ‘“‘ colony ” life, and also the fact of ‘‘ symbiosis,” 
where organisms of different grades live together for their mutual 
benefit. In such phenomena, he sees the analogies of the 
horizontal and vertical combines. 

In the field of analogy and illustration, this is of considerable 
interest, and the author agrees that it must not be pressed too 
far in the sense of proof of what is economically right. The 
biological analogy was a favourite one of Marshall’s, who some- 
times used it as a support or justification of the economic tendency. 
But with all its great interest, it is only, I suggest, with caution 
that the analogy can be used to establish anything in industry 
as being, because of a good analogy, therefore a good movement. 
If economic technique were to change, so that a new tendency 
appeared toward the break-up of the great integrated and com- 
bined structures, then it might be possible to find biological 
analogies for that, as we have found them for the contrary process. 

In the chapters dealing with the applied methods of Rationalis- 
ation, Dr. Myers has dealt fully and fairly with the benefits 
and dangers, and his conclusions are similar to those of the recent 
study of the subject by the I.L.0. The human factor will be the 
real test of the possibilities of the new technique of management, 
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and to that technique, therefore, industrial psychology must make 
an important contribution. D. H. Macerrcor 


The Whitley Councils Scheme. By Joun Barton SEymour. 
(London: P.S. King. 1932. Pp. 248.) 


Mr. SEymour’s book fills a definite gap in the economic 
literature of industrial relations, for there has long been needed a 
careful and accurate account (such as this undoubtedly is) of 
the genesis and development of the Whitley Councils. 

Mr. Seymour has done well to wait until a sufficient number 
of years had elapsed for it to be possible to see the trend of 
evolution of the councils and to collect evidence of their practical 
working at some distance from the initial period of enthusiasm. 

The first Whitley Council Report was signed on March 8, 1917, 
and the fifth and last on July 1, 1918. Their preparation thus 
coincided with some of the most critical phases of the Great War. 
The memory of the acute industrial unrest prevailing in the years 
immediately before the War was still vivid in most people’s 
minds; the desire to avoid industrial war in the future was a 
natural extension of the feeling of abhorrence towards warfare 
in general; while the well-known camaraderie of the trenches, 
with its apparent breaking down of class distinctions, led to the 
belief that an essential change of mind had come about which 
only needed the appropriate machinery in the industrial sphere 
in order to achieve and maintain peaceful relations between all 
men of goodwill. The demobilised soldier, turned civilian worker 
once more, must not be allowed to come back to the old chaotic 
disorganised conditions that had obtained before the War. It 
was considerations such as these that led to the production of 
the Scheme and that accounted for the enthusiastic reception 
which it had at the hands of the Press and the general public. 
But not all the ardour with which Mr. Seymour throws himself 
into his description of the valuable work accomplished by some of 
the Whitley Councils can conceal from the reader the fact that 
the great expectations cherished by those who introduced and 
welcomed the Scheme must have been sorely disillusioned by the 
course of events since 1918. 

The author shows that between 1918 and the end of 1920, 
75 Whitley Councils had been established in trades varying in 
importance from needle and fish-hooks, or packing-case-making 
up to the pottery industry; but though he mentions it he does 
not attribute proper importance to the fact that coal-mining, 
engineering, cotton, building and shipbuilding, with nearly three 
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and a half million workpeople, have held aloof from the Whitley 
Councils Scheme. Between 1921 and the end of 1929 eight more 
Whitley Councils were established, to which must be added two 
sectional trade councils and nine local councils, making a total of 
94. Ofthis number, 30 have ceased to function ; of the remainder, 
28 meet quarterly, or in a few cases more frequently, while 22 
do not meet regularly at all, but only as required, thus infringing 
one of the cardinal principles of the Scheme. Nevertheless, 
fourteen years of trying out the Whitley Councils Scheme have 
revealed not so much errors of structure or principle—these have 
on the whole stood the test well—as human failure to make the 
best out of the institutions in actual practice. But here due 
weight must be given to the effects of continuous industrial 
depression, with its consequent unemployment, the weakening 
of the trade union movement, and the diversion of public attention 
to other problems. 

Mr. Seymour is a strong advocate of legal power being granted 
to the Councils to enforce their agreements, and it is to the lack 
of this power that he attributes the breakdown of many of the 
Councils. He is able to point to the fact that out of 64 Councils 
in active existence, only five were opposed to an Industrial 
Councils Bill, while 27 were definitely in favour. On this and 
other questions, such as the reasons for the failure of the Works 
Committees to fulfil their réle as an integral part of the whole 
scheme, Mr. Seymour writes sensibly and with moderation. It 
is clear that his work is based on a close first-hand study of the 
actual operation of the Whitley Councils, and as such it has a very 
real value. C. W. GuILLEBAUD 


Economic Theory and Correct Occupational Distribution. By 
F. Cuark, Professor of Education, Teachers’ College, 
Columbia University. (New York, 1931.) 


THE chief theses which Professor Clark sets forth are : (1) that 
occupational distribution is correct when people of equal ability 
receive equal incomes in all occupations; (2) that, while a given 
group of workers lose by an increase in their numbers, all other 
groups gain, because the services or goods provided by the first 
group become cheaper; (3) that when occupational distribution is 
correct, the income of the country is a maximum. 

Professor Clark holds that work which needs long and expen- 
sive training is well paid, not because of that fact, but because the 
need for such training restricts the numbers which enter the 
calling, and gives them a certain monopoly value. By readjust- 
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ments in numbers, therefore, the aim of equal pay for equal ability 
can be secured. 

The author thinks that the basic cause of long-term un- 
employment is occupational maladjustment, and adduces in 
illustration the case of Great Britain, where four industries— 
coal, textiles, metal trades and shipbuilding—were greatly ex- 
panded during the War and are now over-supplied with workers. 
For the same reason, the United States have “‘ two hundred 
thousand men in the soft coal districts who should not be there,”’ 
and also an excess number of agriculturists. 

A chapter is devoted to extracts from the writings of other 
economists in support of the main contention of the book, and in 
another chapter Professor Clark states and illustrates (rather than 
proves) his theory of correct occupational distribution. At all 
events, he makes clear his meaning and its applications. While 
there are, he says, too many American farmers, textile workers 
and unskilled labourers, there are too few doctors; engineers and 
skilled artisans. 

It is pointed out that the economic mobility assumed by the 
theory of laissez faire was never actually realised, the obstacles to 
entry into different trades and professions—obstacles both natural 
and artificial—being often insurmountable by most people. Both 
in the past and the present, each calling proclaims that it is over- 
crowded, and tries to restrict its numbers—overtly to maintain 
high technica] standards, and covertly, and perhaps unconsciously, 
to preserve monopolistic advantages. Hence, if any control is to 
be exercised, it should be the State or the Local Authorities who 
do the planning and regulation—not professional organisations or 
labour unions. 

From the thesis that equal ability should earn equal incomes, 
Professor Clark proceeds to consider how this object is to be 
secured. He lays great stress on the educational aspect of the 
problem, and would have the State provide freely all necessary 
training, the numbers needed in different occupations being 
estimated by statistical enquiry and economic planning, and made 
known publicly, so that candidates, their parents and the schools 
should be kept continuously well-informed. 

Professor Clark deals chiefly with American conditions. To 
an Englishman it would have been of interest to consider how far 
the increased facilities for entry into professions and skilled 
trades given by modern educational ladders and the lowering of 
social barriers have been offset by the increased effect of pro- 
fessional organisations and trade unions backed by unemployment 
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insurance to increase the rigidity of our economic machine. Ina 
time of falling prices, this rigidity has certainly helped to prevent, 
for good or ill, the adjustment of wages to a rising value of money, 
and that mobility of labour which seems necessary to secure an 
approach to correct occupational distribution. W. DamprEr 


The Economic Basis for the Teachers’ Wage. By Lester Drx, 
Ph.D. (New York City: Lincoln School of Teachers’ 
College, 1931. Pp. xiii + 114.) 


Tuis is a novel and interesting treatment of an important 
question. Is there a sound economic basis for the determination 
of the teacher’s wage, and if so what is it? Dr. Dix takes his 
stand on two principles taken from Professor Pigou’s Economics 
of Welfare. The first lays stress on the desirability of increasing 
the rea] income of the poorer classes to the widest possible extent, 
so long as the national dividend does not suffer thereby; the 
second maintains that occupations requiring equal ability should 
receive equal pay. Ability reduces itself, when all socially con- 
trolling factors have been ruled out, to some form of intelligence ; 
hence the first step is to test the intelligence of the teaching 
profession. 

Dr. Dix rejects the Army Alpha Test pure and simple, because 
this does not measure the lowest ranges of intelligence, and adopts 
Boring and Brigham’s combined scale worked out from the Army 
Alpha, Beta and Mental Age scores. He chooses for his purpose 
the elementary grade of teachers, since these are the best known 
and the most characteristic, and finds that the average freshman 
teacher in training is exceeded in intelligence by 1,038 persons out 
of every 10,000 of the population, while the teacher in service is 
surpassed by 823 out of every 10,000. A list in order of merit 
places teachers in service below the ordinary run of graduates, 
while teachers in training, considerably lower in the scale, have 
below them only the students of pharmacy, dentistry and veteri- 
nary medicine. Although normal schools do not attract as good 
material as all Colleges, it is consoling to hear that teachers in 
service are found almost altogether in the upper half of range of 
general intelligence : three-quarters of the teachers exceed 85 per 
cent. of the population, one half exceed 90 per cent., and one 
quarter fall in the top 4 per cent. 

When we pass to the consideration of earnings, we find that 
teachers do not, in comparison with persons in other occupations, 
receive the monetary reward that their intelligence merits. The 
mean intelligence of the elementary teacher entitles her (it is 


1¢ 
at 
tc 
fr 
t 
g 
t 
] 


1932 DIX: THE ECONOMIC BASIS FOR THE TEACHERS’ WAGE 637 


generally her) to an annual wage of $2,762. This figure is arrived 
at by adding to the general average wage of $1,865 the 1-38 S.D. 
to which the teacher’s intelligence entitles her. Taking the entire 
range of intelligence tests, a fair income for teachers would range 
from $2,430 to $3,106. 

A comparison of “ fair ” income with actual income in various 
occupations shows that teachers get on the average $447 less than 
their intelligence warrants; that unskilled labourers get $178 less, 
while skilled labourers get $589 more, the clerical and trade groups 
get $473 more, and the professional and executive $608 more than 
their due. Allowing for portions of income derived from property, 
Dr. Dix concludes that the economic interests of the country as a 
whole would be best served if teachers were paid one-third more 
than they are in fact receiving. 

What is the cause of this discrepancy between actual wage adi 
fair wage? Obviously, the fact that under the operation of 
economic forces it is not ability but scarcity of ability that com- 
mands a special reward. And there is, in the United States, an 
over-supply of teachers, just as there is an over-supply of un- 
skilled labour. This is due partly to the fact that training for 
teaching is offered free of cost by the State, and partly to the large 
numbers of women who are still shut out of other occupations and 
crowd into the teaching profession. 

If this over-supply is likely to be permanent, it must lead us 
to a reconsideration, and possibly to a correction, of the figure of 
the ideal wage. This course, Dr. Dix, though he does not rule out 
the possibility, is obviously unwilling to adopt. He suggests 
instead a better planning of recruitment by organisation of 
agencies and spread of information about existing opportunities, 
a widening of the range of occupation for women, and the extension 
of free vocational] training to other occupations. There is no hope, 
he concludes, of properly adjusting the teacher to the economic 
situation, without taking into account all other occupations. Fair 
wages for teachers mean fair wages for all groups. 

No one is likely to quarrel either with Dr. Dix’s reasoning, 
or with his conclusions, although it may be objected that the 
range covered by his records is somewhat narrow for the super- 
structure it is made to carry. It is difficult to understand the 
bearing of the table on page 57, which he describes as a “‘ rough, 
common-sense comparison ” between various occupational groups. 
The table places graduate students on a level with best high army 
officers, outstanding leaders of professions, most important busi- 
ness executives and University professors. Senior students are 
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equated with the next lower ranks of each group, and so on down 
the scale until freshmen are coupled with unsuccessful members 
of the professions, holders of minor business posts and inferior 
teachers. Since the freshman is, after all, the material of which 
the graduate is made, while in the other groups (with the exception 
of the Army) the successive steps are sharply contrasted and even 
mutually exclusive, the comparison would seem to be of little 
value, if not actually misleading. 

Apart from this apparent lapse, which does not affect the main 
argument, Dr. Dix is cautious and judicial throughout. Readers 
on this side of the Atlantic may not feel quite at home either with 
his statistics or with his terminology, but they will not fail to be 
interested in a piece of research which breaks fresh ground, and 
constitutes, as the editor picturesquely describes it in his intro- 
duction, “a rare and thrilling adventure, laying out a new road 
through a virgin forest.” H. ReyNarpD 


Women’s Place in Industry and Home. By Sytvia ANTHONY. 
(Routledge. 1932. Pp. 244. 7s. 6d.) 


In this study Mrs. Anthony has attempted to focus all the 
factors, economic and social, which influence the position of the 
modern woman. The book is in no sense a work of research, 
all the economic material being drawn from secondary sources. 
It is rather a survey of familiar facts from a particular, and an 
important, angle. 

Thus, after presenting the main facts about the distribution 
of women’s labour between various occupations and industries 
and the relative rates of male and female wages, Mrs. Anthony 
examines the economic conventions of marriage; the attitude 
adopted by Trade Unions towards the problems of women’s wages 
and employment; the effect on both sexes of the gradual rise 
of petticoat factory legislation; and the economic and social 
consequences of our habitual underestimate, if not complete 
disregard, of the unpaid services of the home-maker. The 
author is disposed to accept, on the whole, the current 
explanations of the relatively low level of women’s wages. She 
inclines towards disapproval of differential factory legislation 
for the protection of women, though she does not carry her 
opposition to the extreme length of those feminists who wish to 
amend the Convention relation to the employment of women after 
childbirth by substituting throughout its text the word “ person ” 
for the word ‘‘ woman.”” She advocates equal pay for equal work 
(in the sense most likely to enable women to earn exactly the same 
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amount as their male colleagues in any occupation), family allow- 
ances and, above all, a revision of marriage law, or at least of 
marriage custom, on lines (such as those of the Swedish Act of 
1920) which would make the home-making wife’s income inde- 
pendent of her husband’s fancy. If change follows these lines, 
Mrs. Anthony believes that the present widespread unhappiness 
of women, married and unmarried, whose economic and social 
needs find no satisfaction within the framework of existing society, 
could be removed without the abolition of the family home as the 
normal social unit. 

The book is written with great liveliness, which should hold the 
attention of many readers. Its strictly economic arguments, 
however, become decidedly shaky whenever they leave the beaten 
track. Thus in Chapter XII it is argued in detail that during 
a time of trade depression women’s employment increases in 
proportion to men’s, not so much because women get men’s jobs, 
as because industries which enjoy the advantage of cheap female 
labour gain a competitive advantage over those not thus blessed. 
This is illustrated by statistics of male and female unemployment 
in Britain from 1921 to 1930. Had the author, however, analysed 
the occupational composition of these figures, and in particular 
the contribution to men’s and women’s unemployment made by 
coal and cotton (the classic case of equal pay) throughout the 
period, it is very doubtful whether anything would have been 
left of her case. Again, Mrs. Anthony repeats the old fallacy 
(hallowed, it is true, by very high authority) that motherhood is 
the most dangerous of all occupations because the death-rate 
at the time of childbirth of those mothers who have children in 
any year exceeds the general occupational death-rate of, say, 
miners. But the miner is daily exposed to the risks of the pit, 
whereas no mother bears a child a day. The miners might well 
ask that their risks should at least be compared with the ratio 
of deaths in childbirth in any year to the total number of married 
women of child-bearing age. Finally, the problem of finding the 
money to finance a system of family allowances is dismissed in a 
sentence, on the ground that this is a problem of “ redistribution ”’ 
rather than of “ extraneous expenditure.” Alas, that good cause 


should so often be spoiled by bad argument ! 
BarBaRA WOOTTON 
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Unemployment Benefits in the United States. By Bryce M. 
Stewart. (Industrial Relations Counsellors. New York. 
Pp. 727.) 

Unemployment Insurance in Switzerland. By T. G. SparEs and 
G. S. Rasryovircex. (Industrial Relations Counsellors. 
New York. Pp. 276.) 

Unemployment Insurance in Belgium. By Constance A. KreuEL. 
(Industrial Relations Counsellors. New York. Pp. 509.) 

Unemployment Insurance in Wisconsin. By R. 8. Hoar. (Mil- 
waukee, Wisconsin: The Stuart Press. Pp. 191.) 


Every tide of unemployment in the United States during the 
last quarter of a century has cast up studies, reports and resolu- 
tions by legislatures. The present deeper depression has led to 
greater changes in public sentiment and to an obvious eagerness 
for alleviative measures. The American Federation of Labour, 
for half a century a citadel of old-fashioned individualism, resist- 
ing State intervention and compulsion, now demands unemploy- 
ment insurance. A number of firms have instituted savings 
funds and establishment unemployment funds. The State of 
Wisconsin has passed an Unemployment Reserve Act, and in 
other States legislation on this model is in active preparation. 
With this change in outlook there is an eagerness for information 
on existing unemployment insurance schemes. The Industrial 
Relations Counsellors foresaw this situation in 1928 and undertook 
the task of making a series of detailed studies available. Miss 
Kiehel describes the working of the Belgian system in five 
hundred pages, and Mr. Stewart, the general editor of the series, 
deals with the very limited number of trade union and establish- 
ment funds in the United States in a portly volume of seven 
hundred and thirty pages. It was evidently the intention of 
the editors to bring together every scrap of evidence and much of 
the discussion bearing even remotely on the working of State 
unemployment insurance schemes, State subsidised funds, trade 
union and establishment provisions. They meant to provide 
source books for the lawyers and the draughtsmen of new schemes. 
The specialist may use them for reference, but even he would find 
them rather wearisome reading. They contain nothing new but 
give a comprehensive account of the growth of this piece of social 
machinery and how it works. 

The best book in the series is that of Spates and Rabinovitch 
on Unemployment Insurance in Switzerland, not merely because 
it is more selective and condensed, but because its conclusions 
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carry conviction. They point out the inadequacy of a natioi: - 
ised Ghent system, which in spite of heavy subsidies—over t vo- 
thirds of the expenditure comes from public funds—covers only 
one-fifth of all wage-earners. The situation is not much different 
in Belgium, where one-third of the population are covered. In 
spite then of their realisation of the inadequacy of national 
compulsory schemes of the British and German type, bankruptcy 
of voluntary schemes is making the demand for national schemes 
clamant. It is misleading to write of Belgium, ‘The entire 
system is almost as completely voluiitary as the earliest efforts 
at the beginning of the century.” 

None of these writers are troubled by the two new facts which 
have emerged since 1929. We can no longer base ourselves on the 
assumption that the pre-war experience of unemployment can 
guide us to-day. For eighteen years all our forecasts as to the 
amount of unemployment to expect have proven wrong. We 
also see that whatever the type of scheme—British or_Ghent— 
the right tc unemployment benefit once granted cannot in the 
name of pure insurance principles be withdrawn if the recipient 
through no fault of his own has exhausted his right to benefit. A 
grave sense of injustice is thus created. 

A useful appendix to these studies is the hundred pages of 
information relating to Unemployment Insurance in Wisconsin 
by R. 8. Hoar, which contains also the text of the Act relating 
to unemployment reserves and compensation, and some discussion 
of the case for and against it. Unless employers in this State 
guarantee steady employment to their workmen or adopt a 
satisfactory system of voluntary insurance before June 1, 1933, 
they will be compelled to establish compulsory unemployment 
reserves. Each employer will be obliged to pay the total con- 
tribution, 2 per cent. of his wage bill, in respect of each employee 
into the State Treasury. His account will be kept separate from 
other accounts, and if the unemployment in his establishment is 
reduced, his liability will also be lessened. It is evident that the 
project, which is an attempt to break away from European 
national schemes, ignores the two main facts of their experience. 

JosEPH L. CoHEN 


Die Ursachen der Krise. By F. Somary. (Tibingen: J. C. B. 
Mohr. Pp. 122. 4.20 m.) 


PROFESSOR SomaRy is well known to the English public as 
one of the brilliant and all too rare exceptions to the rule in 
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economics that theoretical acumen and practical success are 
incompatible. In the present volume he gives a reprint of twelve 
articles and speeches written in the fateful period 1926-32, a 
period which offered unparalleled opportunities to the economist, 
opportunities which have been missed by most of them partly 
because of the triumph of conventionalism and of fashionable 
slogans (‘‘ reconstruction,” “‘ high-wage prosperity ’’), and partly 
because of an unaccountable subservience to views which were 
official and presumably, therefore, regarded as patriotic. Clever- 
ness after the event, which is so current now, is unnecessary for 
Professor Somary. His “ essays in persuasion ” were, in a differ- 
ent sphere, even more disregarded than those of Mr. Keynes; his 
views too are now vindicated to an extent which is almost uncanny. 
It is approaching to irony that his warning against short-term 
borrowing (in 1926) should have been uttered to the leading 
director of the Creditanstalt, the collapse of which marks the 
end of the “reconstruction ’’ which he so clearly demonstrated 
to have foundations built upon sand. And must it not be 
considered as tragic that his views on the basic contradictions 
were unheeded at a time when everybody was acclaiming and 
promoting the so-called (Sanierung) “ healing” reconstruction 
loans which in the end brought about their own utter ruin and 
undoing ? 

No symptom of this amazing period so full of irreconcilable 
tendencies escapes his analysis. His inclinations are those of an 
entirely deflationist psyche. But when was there ever a period 
and where was there ever an environment more justifying the 
professing restrictionist views than the boom period in the European 
debtor countries? One is sorely tempted to quote this little 
volume from the beginning to the end: such is the power of the 
author to get to the core of things almost ruthlessly and to ex- 
plore the conclusions to their bitter end. What he has to say on 
the international trade, currency, and credit problem, on the 
question of banking, and on the liquidation of the breakdown of 
the financial system as one knew it, will always constitute an 
invaluable contribution to economic analysis and also to the 
‘“* material”’ of the greater and lesser experts of the “‘ economic 
conference to end conferences ’—that is, if economic topics will 
not be altogether excluded. 

There can, I believe, be no better compliment paid to this 
admirable book than the hope that its author will soon predict a 
turn in the tide. 


T. BaLocu 


I 
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Les Finances de l’Empire Japonais et leur Evolution. By ANDRE 
AnpREapES. (Paris: Félix Alcan. 1932. Pp.203. 15 fr.) 


TuE ability of Japan to westernise her economic and political 
life in the period following the Restoration of 1868 depended 
largely on her success in solving the difficult financial problems 
associated with that policy. Her public finances during the last 
sixty years, therefore, present an extremely interesting field for 
study, and to this Professor Andréadés has addressed himself. 
He begins with a brief review of the political, social and economic 
conditions of the Tokugawa era, and he passes on to consideration 
of the financial administration both of the Shogunate and of the 
local governments. His account of the later years of Tokugawa 
brings out clearly the fact that the financial disorganisation of the 
period was one of the chief causes of the political changes which 
culminated in the Restoration. 

Professor Andréadés is mainly concerned, however, with the 
financial problems raised by the circumstances of the new régime. 
Part IT of his book deals with the “‘ preparatory era,” from 1868 
to 1894. Here he discusses, first of all, the increasing chaos in the 
currency and public finances which attended the abolition of 
feudalism, the Satsuma Rebellion and the breakdown of the old 
economic structure of Japan. He then proceeds to describe the 
achievement of financial stability after 1881 by means of the 
institution of a centralised banking system, the reform of the 
currency, and the establishment of the foundations of a new 
taxation system. The rapid recovery of the country from the 
economic disorders of the early post-Restoration years bears 
witness, as he indicates, to the remarkable skill of the leaders who 
guided the country in those difficult years. Part III deals with 
the period from 1894 to 1910, a period which includes the Chinese 
and Russian wars, the achievement of tariff autonomy, the 
adoption of the gold standard and the beginnings of a colonial 
empire. The author describes the methods by which these wars 
were financed, and he shows that the fear of a war of revenge led, 
after 1905, to further growth in the already large expenditure on 
the army and navy; while the new political responsibilities in 
Formosa, Korea and Manchuria also proved costly. In order to 
meet these expenses and to provide for the amortisation of the 
large public debts incurred mainly as a result of the Russian War, 
the Government was obliged to impose heavy additional taxation 
which, in spite of the rapid increase in the national wealth, proved 
very oppressive. The financial administration of the period, 
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however, was successful in so far as it improved Japan’s credit, 
and between 1907 and 1912 she was able to borrow abroad on 
very favourable terms for the purpose of converting her outstanding 
debts. 

Part IV covers the Great War and the post-War period up to 

1928. The prosperity of Japan between 1914 and 1919 and the 
consequent buoyancy of the revenue enabled the Government to 
meet its increased expenditure during those years without resort 
to further borrowing, and serious financial troubles did not appear 
until after the War. The years 1919-28, however, witnessed a 
great increase in State expenditure, most of which was financed 
by new loans; while local government finances were conducted 
with even greater prodigality. Professor Andréadés is of the 
opinion that financial administration during the post-War years 
was the least satisfactory of any period since the ’seventies and its 
effect was to create a position of great instability. The causes of 
this situation are summed up under four heads. First, the 
Government, in its desire to raise Japan’s prestige, carried ex- 
penditure on the public services to a degree unwarranted by the 
country’s resources ; second, diplomatic complications, particularly 
those following on the abandonment of the Anglo-Japanese 
Alliance, resulted in the maintenance of military and naval 
expenditure at a level even higher than that of 1918-19; third, 
the earthquake of 1923 led to a great increase in borrowing for 
reconstruction purposes; and fourth, the depression of 1920-1, 
the financial crisis of 1927, and the present world slump, forced 
the Government into heavy expenditure for the relief of economic 
distress. 

In the last section of his book, Professor Andréadés deals 
with the efforts made after 1929 to secure budgetary equilibrium 
and with the restoration of the gold standard in January 1930. 
He gives an account of Japan’s economic and financial difficulties 
since the world slump began, and he explains how these led to the 
abandonment of the deflationary policy adopted in 1929. The 
comprehensive character of the book is enhanced by the inclusion 
of a series of short appendices dealing with such topics as the 
growth of population, the increase of the national wealth and in- 
come, the westernisation of economic life, the public debt, and the 
financial administration of the overseas possessions. The relations 
between the economic and political developments of each period 
and the changes in fiscal policy are clearly exhibited and the book 
supplies, therefore, not only an excellent account of Japan’s 
public finances in the modern period, but also an outline of her 
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general economic history. Possibly some of the numerous foot- 
notes might, with advantage, have been incorporated in the text ; 
but otherwise the arrangement of the matter is admirable, and the 
book has the great merits of conciseness and lucidity. 
G. C. ALLEN 
University College, Hull. 


Contributions to the History of Statistics. By HaraL>D WESTER- 
GAARD, formerly Professor of Statistics in the University of 
Copenhagen. (P. S. King & Son, Ltd. 1932. Pp. vii + 
280. 12s. 6d.) ° 


Mr. WESTERGAARD has provided in handy form a brief history 
of statistics down to the close of the last century, which will be 
found of great use to students of the subject. It is unbiassed 
and well-balanced, though some may grumble that he has con- 
fined himself too much to vital statistics and has rather cold- 
shouldered the other branches. He promises a continuation to 
deal with the more recent period, saying that “the last thirty 
years form a most attractive period in the history of statistics, 
and, if my advanced age permits it, I hope later to enter on the 
subject, attempting to value the present tendencies and to draw 
the horoscope of statistics on the basis of evolution in the present 
century.” Some of us have been wondering about these ten- 
dencies and have been perturbed at some of the attempts to apply 
refined mathematical methods to data at best imperfect and 
unsure. We, at least, will hope that Father Time will deal 
kindly with Mr. Westergaard and permit him to accomplish this 
very necessary task. Apropos of some words in the preface, it 
may be added that there are very few signs that our author 
was writing in a foreign language. Many English writers might 
envy his clarity, and there recurs to memory only one obscure 
passage, on page 80, where, dealing with a calculation by 
Moheau, he says: “ For the whole kingdom there will be one 
birth out of about 25} inhabitants, whereas there will be 
about 121 or 122 for each marriage”; after “122” the word 
“ inhabitants ” should be added, and perhaps “in a year ”’ after 
marriage.” 

The early writers on “ statistics’ compiled handbooks to 
States, usually without numerical observations, but in the second 
half of the eighteenth century the addition of particulars of 
populations, births, deaths, etc. became frequent, and in this 
manner the way was prepared for the merging of statistics as 
“ Staatenkunde ” in statistics as “ Political Arithmetic.” ‘‘ The 
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cradle of political arithmetic,” says Mr. Westergaard, “stood in 
London, where in 1662 a merchant, John Graunt, published a 
remarkable book, Natural and Political Observations upon the 
Bills of Mortality.” He adds that ‘‘ Petty has sometimes erro- 
neously been considered the author of Graunt’s book,” thus 
reviving a controversy which in some aspects has resembled the 
Shakespeare—-Bacon dispute. When so bonny a fighter as Pro- 
fessor Greenwood assails the pious ancestor-worship of the Marquis 
of Lansdowne, we others may be pardoned for standing outside 
and enjoying the fray! The history of statistics to the end of 
the eighteenth century centres round the names of Graunt, Petty, 
Halley, Gregory King, Davenant, and Siissmilch, and the ground 
traversed is much the same as that surveyed by Dr. Bonar in his 
* Theories of Population ” (Economic JouRNAL, September 1931). 
Mr. Westergaard gives some more details of the work of the 
chief arithmeticians, and has rescued from obscurity many writers 
who worried about the size of populations and their movements 
since the Flood, the true rates of mortality, the proper basis for 
tontines and life annuities, and similar problems, and so in 
places his book almost resembles a catalogue. It would be 
unjust to apply that term to the work as a whole, but it neces- 
sarily lacks the literary grace of Dr. Bonar’s work. 

Statistics entered upon their modern phase when England in 
1801 established the population census, following the example set 
by Sweden in 1748. Now, for the first time there was a sound 
basis of vital data on which statisticians could work. Laplace in 
1786 had suggested the method of sampling, and he with De 
Moivre, the Bernoullis, and others had treated the calculus of 
probability and the measurement of probable error. New tools 
as well as new material were becoming available. The natural 
result followed. ‘In the history of statistics the two decades 
1830-49 can justly claim the character of enthusiasm.” In this 
country the organisation of the Statistical Department of the 
Board of Trade in 1833 by G. R. Porter, the establishment of 
civil registration in 1837, and the appointment of Dr. Farr in 
1839 as “Compiler of Abstracts ” for the Registrar-General are 
the chief official events, but there was similar activity in most 
other countries. Under the influence of Quetelet the British 
Association set up a statistical section in 1833, the Manchester 
Statistical Society was founded in the same year, and the Statis- 
tical Society of London (now the Royal Statistical Society) in 
the spring of 1834. There was a pullulation of local societies, 
mostly with a brief life. The relations between the London 
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Society and Government Departments was from the beginning 
very close, though never of the quasi-official character sometimes 
found on the Continent. It is interesting to observe that the 
original object of these Societies was to collect data “‘ exterendum 
aliis,” as the old motto of the London Society ran, but theorising 
could not be kept under and the temptation to draw conclusions 
from insufficient data proved as irresistible as it had been in the 
seventeenth and eighteenth centuries; on this charge Dr. Guy 
comes in for a good deal of criticism. 

The period of enthusiasm ended in disappointment as too 
high hopes shattered in the lack of facts. There followed the 
period of Congresses, from 1853 to 1878, when nine international 
Congresses and four meetings of a “ permanent commission ” 
were held. These were mainly of an official character modified 
by the “international picnics ” which led Newmarch to doubt 
the utility of the Congresses. Meanwhile, in all countries official 
statistics were being vastly extended into new economic.spheres 
and their reliability was being improved. Knapp, Zeunev, and 
Lexis were pioneers in the theoretic problems of vital statistics, 
and in the last decades of the nineteenth century Edgeworth, 
Karl Pearson, Yule, and Bowley were active in theoretic investi- 
gations of a general character ; if the names of prominent students 
in other countries were added to the list, it would stretch out to 


the “ crack of doom.” 
Henry W. Macrosty 


The Recording Angel: A Report from Earth. By J. A. Hopson. 
(Allen and Unwin. 1932. Pp. 126.) 

In this little book Mr. Hobson is the Messenger, and in dialogue 
form he presents his economic and political philosophy to a 
Recording Angel, who is Ged, as Mr. Hobson would like him to 
be. It is very prettily done. But to criticise it at length in the 
Economic JOURNAL would really be to raise the many issues in 
Mr. Hobson’s well-known writings, of which a list appears in the 
frontispiece. 

Had I been the Recording Angel, I would have differed politely 
from the following : 

“ That bloated type of Nationalism called Imperialism is such 
an instance of the combination of the ultra-patriot and the 
acquisition capitalist” (44). This seems to me merely to be 
“calling names.” And again: 

“Men will more readily sacrifice their sons to Moloch than 


their money, as the experience of the Great War testified” (27). 
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This is uncharitable and untrue. But I fear my sympathy disap- 
peared before this, when I read on p. 23 the old and hoary mis- 
representation of Adam Smith: ‘“ His ethical teaching of the 
‘invisible hand’ which sanctified selfishness,” etc., etc. For as 
Adam Smith’s own preface should prove once for all, he was 
acutely alive to the injuries which ‘the private interests and 
prejudices of particular orders of men” might inflict on “ the 
general welfare of the society ” (Ed. Cannan, I. 3). 


C. R. Fay 
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NOTES AND MEMORANDA 


NEw ZEALAND’S Economic DIFFICULTIES AND EXPERT 
Oprnton: A COMMENT 


In his article in the September number of the JouRNAL, 
Professor Copland presents the case for a revision of the New 
Zealand rate of exchange. In the course of his analysis, he has 
thought it necessary to pass certain comments upon Sir Otto 
Niemeyer and myself, to which it is only appropriate that I should 
reply. 

(1) In two places in his article, Professor Copland accuses me 
of a desire to see the New Zealand pound revert.to parity with 
sterling. Thus on page 377 it is said that a rise of sterling prices 
much greater than any likely to take place was necessary “‘ if the 
traditional policy of the banks and the Treasury was to be suc- 
cessful, and New Zealand to return to par with sterling without 
grave hardship.” Again, on page 379 the circumstance that I 
referred to the fact that if exchange were raised it might be 
difficult to reverse the steps then taken is construed as indicating 
an opinion on my part that such a return to parity could or should 
constitute the ‘‘ only possible object of monetary policy for New 
Zealand.” 

I do not believe that it is illegitimate to point out that if 


1 Since Sir Otto Niemeyer’s name is coupled with mine throughout the 
article, it is well to state explicitly that at no time did I communicate, directly 
or indirectly, with Sir Otto Niemeyer during the period whilst the opinion was 
being drafted: I was not even aware that Sir Otto had been consulted in the 
matter. Professor Copland begins his article by referring to an apparent failure 
on Sir Otto’s part, as well as on my own, to draw the attention of the New 
Zealand authorities to the true reason for New Zealand’s exemption from the 
troubles which were besetting Australia at the time of our visit to Australasia. 
The facts are as follows:—As the New Zealand Government announced at the 
time, Sir Otto Niemeyer had been invited to New Zealand specifically to discuss 
the technical banking situation. I left for New Zcaland a week before Sir Otto, 
and my time was fully occupied in discussing the technical details of the banking 
and currency situation, both with the Treasury and the bankers. When Sir Otto 
came to New Zealand, we had only a relatively short time for joint discussion before 
my boat sailed for the United States. I saw no Ministers except for two courtesy 
calls and was not invited to express any opinions on the New Zealand economic 
situation, officially or unofficially, nor was the expression of such an opinion 
relevant to my visit. Ido not know what Sir Otto may have been asked or have 
said privately, but does Prof. Copland ? 
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Professor Copland’s policy is adopted, it may prove necessary to 
adopt a new par; but that is surely not equivalent to a statement 
on my part that I regard a reversion to the old par (10 per cent. 
below the present one) the prime object for which New Zealand 
should strive. I did imply that a rise of sterling prices would 
enable the present rate to be more easily held. I certainly said 
nothing to imply that in my judgment it would necessarily 
result in New Zealand pounds appreciating in terms of British 
pounds. 

Moreover, I expressly referred to the possibility of the alterna- 
tive policy (which Professor Copland prefers) of allowing exchange 
to look after itself, and argued that if this possible alternative were 
to be adopted some of the difficulties which it might occasion 
would be mitigated, if New Zealand were to create Central Banking 
Machinery. 

(2) On page 375 Professor Copland observes that “it is 
remarkable to find authorities like Sir Otto Niemeyer and Pro- 
fessor Gregory deploring the increased issue of Treasury Bills that 
would be necessary to finance the external debt service under a 
higher exchange,” for such higher cost would be more than offset 
by an increase in taxable capacity. In the footnote on the same 
page the matter is again referred to: and it is stated that I argued 
that “increased Treasury Bills would be required to finance 
remittances for the overseas debt, that an automatic expansion 
of the volume of credit and currency would follow and an increase 
in the New Zealand price level.” On page 378 it is said that 
“both Gregory and Niemeyer refer to inflationary borrowing on 
Treasury Bills,” which is followed by the query, “‘ Should we not 
clear our minds of what we mean by inflation? ’’ These matters 
being all clearly connected with one another, I deal with them as a 
whole here :— 

(a) There are clearly two points involved: viz.: What 
happens (if exchange rises) before the Budget is in balance and 
afterward? I do not know what precise significance Professor 
Copland attaches to the word “ deplore ” in the sentence above. 
I do not find in my opinion (para. 6) any deprecatory words: 
but a statement to the effect that ‘‘a rise of exchange adds 
to the cost of remittance, and since the Budget is unbalanced 
and the banks are lending exchange to Government against 
Treasury Bills, the volume of such Bills is automatically 
expanded as exchange falls . . . there goes on an automatic 
expansion of the currency and credit volume, which must in the 
long run help to raise the New Zealand price level and thus 
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deprive the farmer of a further part of the gain from exchange.” 
What I had in my mind was clearly the short run effects of the 
rise of exchange: and in the next paragraph I expressly refer to the 
possibility that credit expansion and higher incomes might alleviate 
the budgetary situation, though I added that ‘‘ expenses will also 
tend to increase and if, as is inevitable, the increased cost of im- 
ported goods leads to a reduction of consumption, customs revenue 
at least will decline.” 1 I pointed out further (para. 8) that as 
55 per cent. of the New Zealand public debt is held in London, 
“the relief to the public debtor which accrues from rising 
prices and falling exchange applies to the smaller vortion of the 
debt.” 

(6) Professor Copland is thus completely mistaken in stating 
that I referred to “inflationary borrowing on Treasury Bills,”’ if 
by that he means to imply that I used that term, and if he did not 
mean to imply this, I fail to see the point of the query which 
follows immediately after the words alluded to above. Is it 
illegitimate (i) to point out that an unbalanced budget represents 
an independent factor tending to raise the level of costs, so that, if 
exchange is allowed to fall, there will be forces tending to drive up 
the internal price level in New Zealand ? 2 

(ii) That in a country with a large external debt the degree 
to which the burden of the public debt can be reduced is 
more limited than if the greater part of the debt were held at 
home ? 

(iii) That, whatever the real advantages of an expanding 
national income may be, the budgetary gain is liable to be limited 
by the rise in internal costs ? 

(iv) That before committing the country to a policy of higher 
exchange the whole matter ought carefully to be weighed ? 

(c) Professor Copland attempts to convict me of inconsistency 
on this particular matter by referring to certain opinions of mine 
expressed in the Monthly Circular of the Royal Bank of Canada 
in October 1931. That article was written before the abandon- 
ment of the gold standard by Great Britain, as was indeed clearly 
pointed out in the concluding passage of the article in question. 
The expansion of Central Bank credit as a means of “ reflation ” 
may well be objectionable if the exchange is fluctuating, and 
unobjectionable if it is not. Further, I expressly argued for 


1 I am prepared to agree that the effect on customs revenue which I feared 
would result from a rising exchange is doubtful. 

2 Subject, of course, as regards the second, to the movement of prices, not 
only of exports, but also of imports. 
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concerted action on the part of Central Banks, and had no idea in 
my mind, then or since, that what I said would be interpreted as 
favouring ‘ndependent action of this kind, especially in a country 
without any adequate Central Banking institutions and in 
immediate want of a foreign loan. In any event, there would seem 
to be some inconsistency between Professor Copland’s opinion 
that the course projected is unobjectionable “ provided Budget 
balancing is in sight and prices do not rise (italics mine) above 
their pre-crisis level” (page 379), with his view that I am in 
error (v. footnote page 375) in supposing that there would be 
some rise of prices. The fact that the price rise, if it happens, 
is unobjectionable is not the same as proving that it will not take 
place. 

(3) Professor Copland argues that “some economists in 
England have the point of view of the lender rather prominently 
in their minds ”’ and proceeds to chide me on the ground that I 
drew attention to the ‘“ unfavourable reaction on New Zealand 
credit of a high rate of exchange.’ He would have been more 
correct if he had said that in my opinion it was fluctuating rates 
of exchange which disturbed the money market. I do not know 
that there is anything reprehensible in stating a plain fact: but 
he will forgive me if I say that it is somewhat trifling with the 
problem to suggest that the April loan of £5,000,000 “ will remind 
New Zealanders for twenty-three years of the virtues of a low 
exchange rate.’ Does he suggest that if exchange had been 
pushed up before the issue of the loan, the rate of interest demanded 
would have been lower ? 

(4) The problem involved in the existence of locally managed 
currencies goes, however, to the wha root o* the differences 
between Professor Copiaud and Protesser Copland will 
at ‘cast agree thei have usver been an enthesiasé for inde- 
parcr stand.ede and in ry expressly state 
why I uold the opinions I do on the subject: whi'st the ‘ paper 
standard possesses tae great advantage that it aliows of an adjust- 
meni of the exchange to the level of costs instead of forcing the 
level of costs into adjustment with the rate of exchange,” yet “a 
universa] paper standard would either imply that the exchanges 
of all countries are kept at par” with those of some great centre, 
*‘ which would force on all the world’s countries, except one, the 
necessity of adjusting costs to the exchange; or it would mean 
that every rate of exchange should be allowed to fluctuate in terms 
of every other; a condition of chaotic economic nationalism quite 
inconsistent with a rational development of world economic affairs.”’ 
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To that opinion I still adhere, but I hope I may say here that I am 
quite cognisant of the immediate difficulties which adherence to a 
fixed exchange may inflict upon a raw material producing area, or, 
for the matter of that, upon a manufacturing country as well.) 
Professor Copland rightly says that Sir Otto Niemeyer and myself 
*“‘ counselled caution in exchange policy.” There is some danger 
that readers of his article may. overlook that, in my opinion, I 
argued not for inflexible adherence to a fixed exchange, but for 
delay on the ground that “the fact that the greater part of the 
present exporting season is over whilst the British price level is 
likely to be exposed to quite novel influences in the near future, 
makes it desirable to wait for some time, even if on balance a 
change in the rate is considered desirable.” I cannot see that it is 
illogical to argue that (a) rising prices abroad might make the 
alteration of exchange unnecessary, but that (b) even if an altera- 
tion in the rate took place, the net benefit to the producing interests 
owing to the repercussions on costs, might be less than was 
anticipated. It is easy enough to point triumphantly to the 
experience of a further six or ten months, and insist that 
world prices have not risen; but, in fact, at the time when I was 
writing originally the Economist general index (Sept. 8, 1931 = 
100) had risen by nearly 11 per cent. and the index of Primary 
Products by nearly 21 per cent. 

(5) Professor Copland accuses me of “ flat contradiction ” 
when I state that “ the existence of a surplus of £7,000,000 in the 
balance of trade for the first eleven months of 1931 robbed of a 
great deal of its weight the argument that the present exchange 
rate seriously over-valued the New Zealand pound.” Apart 
from the substitution of the words “ greal deal” for a “ good 
deal,”’? Professor Copland has missed the whole point of the 
paragraph io whieh he alludes. The point between us is 
not warter the existence of but whether 
the degree © ove \c.s.ation existing at tae moment when I was 
writing bad serious:y embarrassed the export trade of New 


1 That a rise in exchange would immediately bexci!: sxporters was, of course, 
expressly pointed out by me in the first paragraph of my opinion. 

2 Since this ‘s a matter of some importance, I quote the whole paragraph 
(No. 14) as I sriginally wrote it: “‘ The argumeni that the present rate of 
exchange seriously over-values the New Zealand pound loses a good deal of its 
force in the light of the trade figures from which it appears that for the first 
eleven mouths of 1931 the cumulative balance in favour of New Zealand is 
£7,000,000—‘ a vast improvement on the figure for a similar period of 1930 of 
only £500,000’ ” (Monthly Abstract, December 1931, p. 3). In justice tc Pro- 
fessor Copland, it must be pointed out that the quotation from the official 
abstract did not appear in the published extract from my opinion. 
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Zealand and/or had seriously over-stimulated imports. In his 
anxiety to discredit me, Professor Copland has made use of an 
argument which leaves the question of fact where it was. It was 
open to him to argue that the rationing of imports deprived the 
statistical facts of the importance which I thought they possessed : 
he chooses to assert that I deny the general argument that over- 
valuation is detrimental]. I may have been misled by the over- 
optimism of an official statement; Professor Copland, if I may 
say so, has been misled by the zeal of controversy into a serious 
misrepresentation of my position. 

(6) Professor Copland »gain accuses me of inconsistency in 
the view which I take of the possible reaction of a rise of exchange 
upon the level of wages and interest and rent in New Zealand. 
Here there are two issues, (a) as to what I actually asserted would 
follow upon a rise of exchange in New Zealand, (b) the consistency 
of these assertions with what I previously wrote about the British 
situation. 

(a) Professor Copland does not ge so far as to maintain that 
I said that these costs would rise in the short run: I enly “ gave 
encouragement ’”’ to such views, although later on I am accused 
of ‘‘ giving credence” to popular fallacies. As regards wages, 
what I actually said was that “if farmers’ sale proceeds go up in 
consequence of exchange falling, and if at the same time the 
prices of imports are forced upwards, it seems inevitable that 
wage level wil’ cease to fall, and if the pressure on real wages 
becomes marked, for muney wages to go up again.” As regards 
other costs, I argue that the popular argument that “the primary 
producers wil! he permanenily better oft through the reduction :n 
the real burden of interest and analogous charges . . . can easily 
be pushed too far.” |} expressly allowed for a time lag, but 
argued that, in a period of rising prices, interest rates tend to go 
up, owing to the desire of lenders to protect themselves against 
loss. 

Here, again, it is perfectly legitimate for Professor Copland 
to argue that I have exaggerated the danger of a rise of prices 
taking place. But he does not allow for the fact that a falling 
sterling value of the New Zealand pound is itself a reason for the 
export of capital from New Zealand and a deterrent to investment 
(unless the loan is made in terms of British pounds) in New 
Zealand, a double movement likely to have some effect on the 
level of New Zealand interest rates. 

(6) Professor Copland remarks, that my views on costs under 
2 higher rate in New Zealand, “are in strange contrast to 
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what he has written on the same problem in Great Britain.” The 
reference is to Chapter IV of my Gold Standard; and the 
general nature of that reference would inevitably leave in the 
reader’s mind the impression that here is another case of gross 
contradiction. 

I would begin by pointing out that the position of New Zealand 
is not, as a matter of objective fact, by any means necessarily the 
same as the position of Great Britain. The general feature of this 
depression (as indeed of previous ones) is that raw material prices 
have fallen much more markedly than the prices of manufactured 
articles. It follows that a given fall of the exchange may influence 
the absolute costs of imports more in the ru:y material country 
than the cost of imports in the manufacturing country. Great 
Britain, moreover, is in a position to divert aer demand for raw 
materials and food-stuffs over a wide area, and since the demand 
for such materials (and especially food-stuffs) is inelastic in the 
short run, there is considerable reason to suppose that Great 
Britain can throw upon the raw material producing areas a part 
of the burden of the depreciating exchange. Such possibilities 
are by no means equally open to a country such as New Zealand. 
Even if I took a different view of the position of costs in the two 
cases, there would not necessarily be anything “strange” about 
the matter. 

I have, however, carefully re-read the chapter to which 
Professor Copland refers in the light of the criticisms he has 
passed upon me. I find myself, on page 70, expressly referring 
to the circumstance that “ to the extent that foreign raw material 
is irreplaceable and that food imports from abroad must be relied 
upon, « fall in the exchange must result in a narrowing of the 
advantage derived from going off the gold standard, for the fall 
in the exchange must sooner or later, and sooner rather than 
later, be reflected in a rise of British costs.” On page 71 I say 
that the British manufacturer’s advantage will diminish “if 
through the rise in the cost of imported food-stuffs, or other 
elements in the cost of living of his work-people, his wage charge 
increases, or if, through the indirect effect of the fall in exchange 
on his other costs, his total costs rise.” On page 75, after express- 
ing my general opinion that last October the exchange was under- 
valued, I find myself stating that the possibility of an improve- 
ment in sterling exchange “is subject to one assumption of 
fundamental importance, viz. that monetary policy will be directed 
towards preventing a rise in the general level of prices and of 
money incomes. An inflationary policy, whether due to the 
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exigencies of Governmental finance or to the pressure of business 
opinion, would, of course, alter the position altogether.” It is 
true that after citing the now well-known calculations of Professor 
Bowley, I say that “it appears reasonable to suppose that if the 
rise in food prices is not likely to be more than, say, 4 per cent. to 
10 per cent., no direct pressure on the wage level will be exerted 
for some time to come, so that . . . the British wage level is not 
likely to rise” (page 74). I think, however, that any candid 
reader would be constrained to read this last sentence in the light 
of the context, and not think that I commit myself to a prediction 
that, under no matter what level of exchange, British wages will 
not rise. I have no desire whatever to evade the issue; but I 
must be permitted to say that in my opinion my remarks do not 
deserve the charge of strange inconsistency which Professor 
Copland has levelled against me. 

(7) There is one final point in Professor Copland’s article to 
which it is perhaps desirable for me to refer. He remarks (page 
377, note 1) that I had “ nothing to say . . . about the ultimate 
effects of the pegging of exchange and the over-valuation of a 
currency.” In the first place. 2part from the effect of an un- 
balanced budget upon the leve. of New Zealand. costs and prices, 
my whole argument was based upon the possibility of a further 
rise in the sterling level of prices and upon the diminution, there- 
fore, of the existing level of over-vaiuation. In the second 
place, I was asked to express an opinion upon the desirability of 
an immediate rise in exchange, to which I gave what I hope is not 
in itself an unreasonable reply ; why not wait to see how sterling 
prices develop? But if Professor Copland desires me to express 
an opinion in what should be done ultimately, I am quite prepared 
to agree that (a) if it is impossible for New Zealand costs to fall 
further, (b) if it proves that sterling and/or gold prices continue 
to fall sharply, then the present level of New Zealand exchange 
may have to be altered. But, believing as I then did, and still 
do, that the disproportionate fall in raw material prices is a feature 
of the depression which will disappear with the depression, and 
believing also that the British position was and is one which makes 
a rise rather than a further fall of sterling prices probable, I 
desired to avoid the psychological and other difficulties associated 
with the removal of the peg if it was at all possible so to ce. 


T. E. Grecory 


London School of Economics, 
Nov. 19, 1932. 
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DeEcREASING Costs: A NoTE ON THE CONTRIBUTIONS 
oF Mr. Harrop AND Mr. ALLEN 


“Tr is thus a sufficient condition of equilibrium that costs 
should rise for increasing quantities of output... . If it be 
supposed that in a firm costs other than competitive marketing 
costs are falling . . . but that the rise in the latter [marketing 
costs] more than offsets the fall in the former [non-marketing 
costs] . . . the total cost schedule (old type) is a rising one.” 
That seems obvious enough, and it must have seemed quite 
obvious to Mr. Harrod when he wrote these words.! It is the 
purpose of this note to suggest that it is no less obvious to-day 
than it was at the end of 1931, and that there was no need for Mr. 
Harrod, in his reply to Mr. Allen in the last number of the 
JOURNAL,” to throw suspicion on the generality of his conclusion 
by inventing a special case, of a peculiarly arbitrary nature, to 
subject to Mr. Allen’s mathematical apparatus. . It is not merely 
“in the conditions postulated [by Mr. Harrod in his reply to Mr. 
Allen that] the downward gradient of the non-marketing cost 
curve may be as great as, but must not be greater than, the 
upward gradient of the marketing cost curve,” but in avy conditions 
whatsoever. It does not require mathematics to prove this, but, 
on the other hand, if mathematics is to be employed, it is just as 
easy to investigate the general case as the special cases invented 
by Mr. Allen and by Mr. Harrod. 

In the course of his mathematical translation of Mr. Harrod’s 
original article, Mr. Allen apparently found it necessary to make 
a special assumption about the behaviour of marketing costs. 
“For simplicity,” he wrote, “take the marketing expenses of 
each source as a function of the ratio of the source’s individual 
output to the total ou!) ut.” Mr. Allen was then able to obtain 
the condition which must be satisfied if a firm that is earning a 
positive profit is to be in equilibrium; and translating it back 
into English, Mr. Harrod was somewhat perturbed to find * that 
it amounted to saying that (the rate of fall of average non-market- 
ing costs) must be less than (the rate of increase of aggregate 
marketing costs) divided by (the firm’s output). “It is difficult 
to glean anything without further elucidation,” one must agree 
with Mr. Harrod; and the conclusion does not accord with Mr. 
Harrod’s common-sense statement, quoted at the opening of 
this note. So Mr. Harroc set about to make a different assump- 


Economic JOURNAL, December 1931, p. 568. 
2 Ibid., September 1932, p. 491. 
3 Ibid., June 1932, p. 324. 4 Ibid., September 1932, p. 490. 
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tion from Mr. Allen’s, though an analogous one—an arbitrary 
assumption, Mr. Harrod admitted, but “ more probable,” he 
claimed, than Mr. Allen’s arbitrary assumption. He assumed 
that average, instead of aggregate, marketing costs were a function 
of the ratio of the firm’s output to the industry’s output; and 
making use of Mr. Allen’s mathematics, and adding some of his 
own,? he was then able to arrive at the conclusion which has already 
been quoted. But it would really have been simpler for Mr. 
Harrod—or for Mr. Allen, for that matter—to have worked out 
the perfectly general case, in which nothing is known about the 
behaviour of the marketing costs. x, being the output of the 
firm, and x the output of the industry, Mr. Harrod wrote pe(%) 
for the average marketing costs of the firm. He might equally 
well have written, quite generally, A,-(xr, x, z), where z represents 
any variable relating to the industry, such as Mr. Harrod’s state 
of demand, which is not covered by x.2, He would then, proceeding 
exactly as before, have reached the general conclusion that 

OF (ar,  OAr(Xr, X, 2) 
+> 

marketing cost of the firm. Or, in other words, ‘‘ the downward 
gradient of the non-marketing cost curve may be as great as, but 
not greater than, the upward gradient of the marketing cost 
curve,” not only “in the conditions postulated ” by Mr. Harrod 
in his note, but in all conditions. 

But what then of the conditions postulated by Mr. Allen in his 
note? For Mr. Allen certainly reached a different conclusion. 
The fact of the matter is that Mr. Allen made a slip. In stating 
the condition that the firm shall earn a positive profit, Mr. Allen 
in effect wrote * a, < p, where zr = F;(ar) is the average non- 
marketing cost, and p is the price of the product. But Mr. Allen 
was forgetting the marketing costs, and he should have written 


Tr + <p, where is the aggregate marketing cost 


1 Economic JouRNAL, September, 1932, p. 491. 

2 So long as the industry’s output is completely determined by the state of 
demand, z can be omitted. Mr. Harrod’s difficulty about drawing a supply 
curve that shall be independent of the demand curve (EcoNoMIC JOURNAL, 
December 1931, p. 568) is then deprived of its force. It is true that the position 
of the firm’s cost curve depends on the industry’s output, because marketing costs 
depend on the state of demand, but this is the familiar case of external economies, 
and need cause no difficulty. 

3 In fact, more simply than before; for he would have been spared the 


awkwardness of differentiating a function of =. 
4 Economic JouRNAL, June 1932, p. 325. 


, where F;(2,,2) is the average non- 
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(in accordance with Mr. Allen’s arbitrary assumption). In fact, 
Mr. Allen ought to have written down the same inequality which 
Mr. Harrod, ‘“ proceeding on the lines of Mr. Allen’s argument,” } 
wrote down three months later as being derived from Mr. 
Allen’s own treatment. And instead of concluding that 
— (xr) < (®), Mr. would have arrived at the 
condition that 


— Fite) — 
or, in other words, that 


OF (xr Ol , (a 

But this is merely the mathematical expression of Mr. Harrod’s 
common-sense conclusion. It would have caused Mr. Harrod no 
perturbation ; indeed, instead of feeling obliged to invent a special 
case in order to demonstrate that his conclusion. was not always 
wrong, he would have been reassured to find that mathematics 
was capable of verifying in one particular instance the validity of 
his general proposition. 


So much for the Higher Mathematics. We may now return to 
the orthodox route, which is more direct and at the same time 
less treacherous. Under the conditions of perfect competition 
that are being postulated, a firm’s marginal cost is equal to the 
price of the product. If the firm is earning a positive profit, the 
price must exceed its average cost. It follows that its marginal 
cost exceeds its average cost, and so, by a familiar principle, 
that its average cost must rise as its output increases. We 
now divide the firm’s costs into two categories :—non-marketing 
costs and marketing costs. And thus we obtain Mr. Harrod’s rule 
that if average non-marketing cost is falling as the firm’s output 
increases average marketing cost must be rising at an equal or a 
greater rate. 

But it must be understood that no particular mystery attaches 
to this segregation of marketing costs into a separate category. 
We may divide up total costs in any way that takes our fancy, 
and the same rule will apply. Thus, following Mr. Robinson, we 
might divide a firm’s costs into technical costs and managerial 
costs, and it will then follow that if average technical cost is falling 
average managerial cost must be rising at an equal or a greater 
rate (for a firm in equilibrium that is not making a loss). 

1 Economic JouRNAL, September 1932, p. 491. 
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But Mr. Harrod has, of course, a definite purpose in separating 
out the marketing costs. The point made by Mr. Harrod is that 
marketing costs depend not only on the output of the firm but also 
on the output of the industry: the marketing cost of a given 
output falls as the demand for the industry increases. In other 
words, Mr. Harrod has discovered a very beautiful example of 
external economies.1 Now in the ordinary case of full equilibrium 
(with normal profits), any degree of external economy, no matter 
how small, is adequate to provide conditions of falling supply 
price to the industry. And if Mr. Harrod had been discussing 
full equilibrium he would have concluded that the mere existence 
per se of these marketing costs was sufficient to explain the 
phenomenon of falling supply price to an industry, quite independ- 
ently of whether or not it was accompanied by conditions of falling 
non-marketing cost to the individual firm. But Mr. Harrod was 
not discussing full equilibrium. He appears rather to have in 
mind the case where the number of firms is fixed. Now if the 
number of firms is fixed and there are no external economies, 
conditions of increasing supply price must necessarily prevail— 
for marginal costs are rising. In order that supply price shall be 
falling for the industry it is not sufficient that some external 
economies shall be attainable, but the economies must be of a 
sufficient magnitude. What Mr. Harrod has done is to determine 
the condition for falling supply price when the economies are 
exhibited by his marketing costs. By an ingenious argument 
he has demonstrated that the condition for falling supply price 
to the industry is the existence of falling non-marketing cost to 
the individual firm.” 


But there is a fundamental difficulty about Mr. Harrod’s 
treatment that remains to be discussed. Is it legitimate to ascribe 


1 If the marketing costs depend on the state of demand as well as on the 
industry’s output and if the industry’s output is not uniquely determined by the 
state of demand, the economy is of a less simple type than that usually considered 
(cf. footnote above). 

2 Economic JouRNAL, December 1931, p. 569. Mr. Harrod bases his con- 
clusion on the assumption that the marginal marketing cost of selling in a given 
“‘ sphere of influence ”’ is independent of the output sold in the firm’s territory. 
But when aggregate demand expands (so that the output sold by a firm in its 
own territory increases), the density of demand on its frontier becomes greater. 
It follows that the firm does not have to push back its frontier as far as before 
in order to sell an extra unit of output, and consequently marginal marketing 
cost is less than before. Mr. Harrod seems, therefore, to be somewhat under- 
stating his own case: conditions of falling supply price to an industry are actually 
compatible with the existence of rising non-marketing cost to the firm, provided 
that the rise is sufficiently gradual. 


1932] OFFICIAL PAPERS 661 


conditions of perfect competition to an industry which is subject 
to Mr. Harrod’s marketing costs? Surely the very fact that these 
marketing costs are incurred demonstrates that the market is 
imperfect? The assumption made by Mr. Harrod, and by Mr. 
Allen,! that the demand for the individual firm is perfectly elastic 
is hard to reconcile with Mr. Harrod’s statement that ‘“ any 
attempt to push out into the competitor’s territory is attended with 
rising marketing costs per unit of sales.” 2 If a firm can increase 
its sales to any desired extent by an infinitesimal reduction of its 
price, why should it go to the expense of incurring Mr. Harrod’s 
marketing costs ? 3 

But this is a criticism of Mr. Harrod’s method of exposition, 
and still more of Mr. Allen’s more rigid treatment, and it does not 
really afiect the importance of the results. The economy of 
large-scale industry which marketing costs provide is just as 
important in an imperfect market as it would be in the hypothetical 
case of a perfect market. All that it is necessary-to do is to effect 
a reconciliation between Mr. Harrod’s account of what would 
happen in a perfect market if there were marketing costs with an 
account of what would happen in an imperfect market when there 
are no marketing costs. 

R. F. Kann 
King’s College, 
Cambridge. 
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The Road-Rail Conference Report.4 

In order to settle many questions in dispute between the rail- 
way companies and the owners of road motor goods waggons the 
Minister of Transport appointed a Conference consisting of four 
railway managers and four representatives of road organisations, 
with Sir Arthur Salter as Chairman. Within a few weeks the 
Conference agreed on a unanimous report, which may be regarded 


1 Mr. Allen admits the necessity for excluding advertisement charges from 
Mr. Harrod’s marketing costs (Economic JouRNAL, June 1932, p. 324, note), 
but I cannot see any relevant difference between ‘‘ advertisement charges,” on 
the one hand, and, on the other hand, Mr. Allen’s “ transport charges and, 
perhaps, a few other items.” 

2 Economic JouRNAL, December 1931, p. 567. 

3 Cf. Pigou’s Economics of Welfare, p. 198, note. 

4 Report of the Conference on Rail and Road Transport, 29th July, 1932. 
H.M.S.O. 1s. 3d. net. 

No. 168.—vo.L. XLIt. XX 
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as one of the most valuable statistical documents published in 
recent years. Its recommendations, if adopted by Parliament, 
as one may expect, promise (1) additional revenue to the Chan- 
cellor of the Exchequer, (2) lower expenditure to county and 
borough councils, and (3) rehabilitation of their finances to the 
four great railway groups. Further, the report is the first 
scientific discussion of the principles which should be applied to 
the taxation of road motor vehicles, a subject strangely neglected 
hitherto by the House of Commons and the Ministry of Transport. 
Of course a unanimous report must have involved compromise, 
but unanimity has been secured by facing difficulties and getting 
down to facts, not by avoiding them. Indeed more than half this 
slim volume of 85 pages is taken up by elaborate calculations and 
statistical tables. In one direction the report continues and 
completes the work of the Royal Commission on Transport, but 
the Conference was concerned with goods transport only, although 
its recommendations, especially those dealing with the basis of 
taxation, certainly involve (as Section 134 admits) a revision of 
the contributions to be made by other classes of vehicles, such as 
the heavier kind of coach or omnibus. 

Three questions were set to the Conference by the Minister of 
Transport :—(a) the contributions towards the cost of roads 
which are made, or should be made, by the different ciasses of 
motor vehicles; (b) the regulations that should be applied to goods 
transport by road and rail; and (c) measures which may equalise 
conditions between the two sides of the goods transport industry, 
with adequate safeguards for the community. The Conference 
did not invite witnesses either from the transport interests or from 
highway authorities, but it received and considered written 
statements. 

As a result of the development of the petrol engine our roads 
are now predominantly used by motor vehicles. These have 
caused additional travelling and goods transport; they have also 
diverted much traffic from the railways. In some cases the road 
is intrinsically more suitable, 7.e. it is more convenient, or it is 
really cheaper when every allowance for full cost is made. But 
where the commercial motor does not pay its fair share of road 
costs, or is free from the restrictions imposed by Parliament on 
the railways, ‘‘ some of this diversion may be both economically 
unsound and socially undesirable.” A calculation on p. 10 gives 
£64 million as the annual cost of railway tracks, all of which falls 
on the railway shareholder. On the basis of actual expenditure 
during the last five years the Conference reckons the expenditure 
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on roads, 7.e. on the motor vehicle’s permanent way, at £60 million 
a year; and this is the figure which it proceeds to allocate between 
the various classes of motor vehicles. Railway rates, it is well 
known, are not based on the “ cost of service,” but on “‘ what the 
traffic can bear,” just as a doctor charges a higher fee to his richer 
than to his poorer patients. If road vehicles skim the cream off a 
railway’s traffic, leaving it withthe heavy and bulky goods which 
pay a low rate per ton, the railway may have to raise its rates for 
such traffic, thereby throwing a new burden on our depressed 
heavy industries. 

Roads are used by others than motor drivers, who make no 
payment for them except through rates and taxes; this may be 
called the “‘ community use.” Then again, there is the “ legacy 
from the past ” in the shape (1) of the road system existing before 
the motor era, and (2) of the heavy capital expenditure in road 
improvements during the present century. Neither value can be 
calculated even roughly, so the Conference has agreed to treat the 
two as cancelling each other. Policing and recoverable expenditure 
are also taken as cancelling each other, so we are left with the 
sixty millions a year. : 

What is the best basis for a distribution of this sum among 
various classes of motor vehicles? Petrol consumption is 
evidently one factor, and gives a measure of the use and wear of 
the roads by vehicles of the same type, but it does not serve so 
well for different classes; a second criterion is ton-miles. Finally, 
the Conference decided to combine petrol consumption with ton- 
mileage, and to add something extra for very heavy vehicles. A 
combination of these factors, worked out in the statistical tables 
at the end, allots £23,848,000 to commercial goods vehicles and 
£36,152,000 to all other mechanically-propelled vehicles. But a 
further correction is made for speed and the unlimited franchise 
of the road permitted to passenger vehicles, so the final allocation 
is £23} million to commercial goods vehicles, and £36} million to 
all the rest. 

Next the Conference considers how the £23} million should be 
divided among different kinds of goods vehicles. The report says 
sharply that ‘the present basis of contribution is obviously in 
certain respects obsolete and inadequate.” Vehicles driven by 
steam, electricity, or fuel oil (and, I may add, town gas) escape 
the petrol duty. Again, the scale of licence duties increases with 
tonnage, but stops at 5 tons unladen! This is an anomaly which 
the Conference is particularly anxious to abolish, since it “ gives 


a preferential advantage to just that type of vehicle which our 
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evidence shows to involve disproportionately high road ex- 
penditure.” Why is it, one may ask, that the Ministry of Trans- 
port and the Treasury have allowed this anomaly to continue for 
so many years at the taxpayer’s expense? Scales of licence duty 
are put forward for the various classes of vehicles. Farmers will 
pay least, with £64 instead of £25 for a 9}-ton petrol lorry, and 
£132 for a steam-driven lorry. Showmen will pay £98 instead of 
£30 for a petrol lorry weighing 9} tons, and £156 for a steam-driven 
lorry. 

Ordinary users will find their duties rising sharply after 3 tons ; 
the duty doubles for a 5}-ton petrol lorry and rises to £282 (hard- 
tyred) and £226 (pneumatic) for 9} tons against £60 and £48 at 
present. Vans and lorries which escape the petrol duty will in 
future pay very steeply-graded licence duties. Even the smallest 
Diesel oil or steam-driven vehicle will pay about double, while the 
94-ton lorry wili pay £388 (hard tyres) if driven by heavy oil, and 
£212 if driven by steam. Tractors, which may draw three 
trailers as big as lorries, get off rather cheaply with £155 instead of 
£50 for 9 tons petrol-driven, or £275 if steam-driven. All other 
vehicles may draw one trailer on paying £16 instead of the present 
£6. Does not this last provision offer a loophole of escape from 
the increased duties on the heaviest vehicles? Electric vehicles 
are not very numerous or important, they are asked to pay about 
three times as much as at present. 

On the basis adopted by the Conference private cars and motor 
cycles would pay less than at present, but the Conference does 
not use this fact to relieve the charges falling on commercial 
vehicles. As a concession to the railways, the Conference would 
relieve them of two obligations: (1) to maintain road surfaces of 
bridges carrying roads over railways, and (2) to publish rates in 
regard to their regular road transport services, so long as no 
similar obligation rests upon hauliers in general. 

This brings us to the third part of the Report—regulation and 
licensing. Railways are subject to “an extensive and often 
meticulous system of regulation and supervision,’ which covers 
not only rates but wages and conditions of work. Here the 
Conference would rather impose restrictions upon road vehicles 
than relax them on railways. It would make motor owners 
observe proper conditions as to wages and work, and also as to the 
fitness of their vehicles. Next it would have separate licences for 
“ hauliers,” who convey the goods of others, and for “ ancillary 
users,” who carry their own goods or materials. Ancillary users 
would be prohibited from carrying any other goods than their own 
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whether for reward or reciprocal service, except as regards 
vehicles licensed only within a radius of ten miles. 

New restrictions are proposed on the analogy of those already 
applied to coaches. The licensing authority may refuse a 
“ haulier’s ” licence (but not an “ ancillary ” user’s) if it thinks 
the existing facilities adequate or if it fears road congestion. 
Evidently the Conference looks forward to more co-operation not 
only between railways and road organisations, but between these 
two and traders or merchants, so that the latter would “ resort 
more to them and less to the employment of vehicles of their own,” 
Power should be given to exclude any vehicles from roads which 
are not constructed to bear their weight. 

As a general principle the Conference agrees with the Royal 
Commission on Transport, that it is “‘ not in the national interest 
to encourage further diversion of heavy goods traffic from the 
railways to the roads”; it also agrees that the Minister of Trans- 
port should be authorised to prohibit, in future, the transfer of 
unsuitable traffic to the roads. But clearly the Conference relies 
for a fairer distribution of traffic between the two parties on its 
increased licence duties, which are to be paid for the heavier road 
vehicles. In other words, if railways and road vehicles have to 
pay their own expenses, traffic will go by the service which is really 
the cheaper. Nevertheless, the Conference hopes also for a 
better division of function ‘‘ through the deliberate effort of those 
engaged in road and rail transport to co-ordinate their services.” 
And again (Section 129), it hopes that hauliers and railways will so 
organise their services “ that in collaboration they can attract the 
public to resort to them for all classes of traffic in which large-scale 
organisation has great advantages.” 

At the end of the report will be found elaborate statistical 
calculations, on which the proposed licence duties are based. 
These explain why the new scales given in the body of the report 
do not increase symmetrically. Why, one may ask, should 
Government vehicles be exempt from licence duty, if the duty is 
meant to be a payment for the permanent way without which the 
vehicle would be useless? If they do not pay, they are just as 
much subsidised as if the wages of their drivers and mechanics 
were paid by the county councils. Essays might be written on 
the question—How far should the licence and petrol duties paid 
in respect of road motor vehicles be regarded as taxation and how 


far as payment for facilities provided by local authorities ? 
J. E. ALLEN 
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Guide to Current Official Statistics. Vol.10. Pp. 257. (H.M.S.O. 
1s.) 

Eacu year sees the publication of a wide range of Government 
surveys, returns and reports on all kinds of subjects of inter- 
national, national or local importance. Hundreds of these con- 
tain statistics which are constantly needed by persons engaged in 
the study of some question on which authoritative information 
is essential. In the absence of a systematic index to this vast 
store of statistical material, the individual inquirer would find 
it very difficult to discover which official publications contained 
precisely the information he required. The necessary clue is 
provided by the annual Guide to Current Official Statistics, which 
contains not only a list of the titles and prices of the statistical 
volumes issued by each Government Department, but also an 
alphabetical index of their contents, with particulars of the degree 
of detail in which the subject is treated and the time and place to 
which the statistics relate. Volume Ten of this Guide has just 
been issued, and may be obtained direct from the sale offices of 
H.M. Stationery Office or through any bookseller. 


OBITUARY 


WILLIAM PEMBER REEVES, 1857-1932 


Witu1AM PEMBER REEVES was born in Christchurch, New 
Zealand, in 1857, within the first decade of the Canterbury 
Settlement. Although the physical environment was crude— 
Christchurch was not then the pleasant English-seeming town 
it has since become—Reeves grew up in a vigorous intellectual 
atmosphere. The pioneers of the Canterbury settlement were 
uncommon men and women, and Christ’s College and Canterbury 
College, where Reeves attended some lectures, were in the first 
flush of their early enthusiasm. Throughout a varied career, 
Reeves was greatly influenced by this early environment. The 
variety of his interests and avocations developed naturally from 
the life of the small community in which he played a significant 
part. He represented Canterbury at cricket and Rugby football, 
wrote amusing political verse and some of the best poetry New 
Zealand has yet produced, and followed keenly the socialist 
thought that ran through much of the literature of his youth. 
Never a systematic economist, he drew his social philosophy 
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primarily from literature and from the experimental environ- 
ment of a young country. 

It is probable that his name will always be linked with certain 
State experiments in the field of labour relations, and particularly 
with the principle of compulsory arbitration in labour disputes. 
But the arbitration system, which he himself regarded as an 
experiment, was only part of his political programme, as his 
political interests were only part of his life-work. He was a 
successful journalist before he became a politician, and, as first 
Director of the London School of Economics, and later as Chair- 
man of the National Bank of New Zealand, he was conspicuously 
successful in widely different spheres of activity. Indeed his 
strength lay largely in the variety of his interests. While he 
was still High Commissioner for New Zealand in London he was 
active in the Fabian Society and several early tracts bear obvious 
marks of his handiwork. His interest in Near Eastern affairs 
won him an honorary degree at Athens and aGreek order. Besides 
his sociological books he continued to write verse of a high standard 
and he was one of the most acceptable after-dinner speakers in 
London. 

His contributions to economics lie in the sphere of practical 
experiment and accurate description and in the broadening of 
the field of economic and political education rather than in 
systematic theory. The apparent success of the New Zealand 
experiments in State Socialism in the ‘nineties came opportunely 
for the vigorous Socialist movement of that time. Reeves was 
not only the chief inspiration but the recognised expositor of 
these experiments. It is interesting to speculate what influence 
his arrival in London in 1896 had upon economic thought in 
Great Britain and particularly upon the intellectual allies of the 
Labour Party. As Director of the London School of Economics 
and Political Science for the first twelve years of its existence 
and a Senator of the University of London for an even longer 
period, his influence naturally lay in the direction of linking 
theoretical teaching with practical affairs. The co-ordination 
of the other social sciences with economics, the fostering of 
studies in applied economics, and the encouragement of overseas 
students are perhaps distinctive marks of his influence. 

His practical experiments on the whole have worn well. The 
lapse of time places them in truer perspective. Reeves was 
never a doctrinaire Socialist. It is doubtful whether Marx ever 
meant much if anything to him. He was never even a member 
of the Labour Party, but always remained a Liberal and follower 
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of the principles laid down by that true Gladstonian, Sir George 
Grey, the pioneer of liberal thought in New Zealand. Reeves’ 
Socialism, from the publication of his first articles in the Lyttelton 
Times, was always of the Utopian variety, drawn from More, 
Campanella and ultimately Plato. It was indeed derived from 
a humanist outlook, and in Reeves’ mind, his work as Minister 
of Education, and of Justice, ranked at least equally with his 
experiments in State Socialism. In the field of labour relations 
he built up a code of factory legislation that was a model in its 
day and he made equal contributions to land settlement and 
taxation, rural credit and co-operation. Though these were 
fields in which he was not technically expert, it was his philosophy 
that lay behind the Liberal-Labour programme in the ’nineties. 
A later New Zealand, which has profited materially by his broad 
vision, tends to concentrate criticism (somewhat doubtfully) 
upon the arbitration experiment and forget his humanist outlook. 

His economic writings bear all the marks of careful workman- 
ship. The Long White Cloud took its place immediately as an 
authoritative and brilliantly written social history of his native 
land, while State Experiments in Australia and New Zealand 
remains the authoritative technical exposition of the State 
Socialist experiments. His descriptions of experimental legisla- 
tion were written from inside knowledge by one who more than 
any other saw them as logical parts of a consistent programme. 
A hyper-critic may occasionally detect the fact that inside sources 
of information and “close-up” views do less than justice to 
some of the external forces at work outside official circles; but 
Reeves as an author was remarkably detached from Reeves as a 
statesman. Since by far the greater part of the information 
given in successive volumes describing New Zealand economic 
life in the ’nineties was derived directly or indirectly from him, 
his modesty and detachment have tended to obscure the real 
importance of his statesmanship. He wrote not only with 
distinction and charm of style but with great care. In the final 
edition of The Long White Cloud, in particular, he lavished much 
care on the pen-portraits of the men he had known, so that the 
book became not only a classic description of social progress 
but also a dictionary of national biography. 

To younger men his generosity and courtesy never failed. 
No trouble was too great and no demand too difficult. Those 
who worked after him came to realise that his strength lay not 
only in the charm and urbanity with which he moved easily 
from a frontier community to metropolitan life, and his unusual 
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combination of learning, wit and practical shrewdness, but in 
the depth and sincerity of his humanity. He did not parade 
his passion for social reform in the truest sense of that vague 
phrase, but it lay behind all his thought and activity. 

J. B. CONDLIFFE 


Srr BERNARD MALLET 


Sm BERNARD MALLET, who died on October 28th, at the age 
of 73, came of a family with a tradition of service to the State and 
of interest in economic studies; thus his grandfather held a post 
in the Audit Office and was a friend of Ricardo, while his father 
was Permanent Under-Secretary of State for India. These 
traditions were upheld by Bernard Mallet, who entered the 
Foreign Office in 1882 and was subsequently transferred to the 
Treasury. He was made a Commissioner of Inland Revenue 
in 1897 and Registrar-General in 1909; which latter post he held 
until his retirement in 1920. 

His official duties brought him into touch with economic 
problems and, like his father and grandfather before him, he was 
a member of the Political Economy Club. For a great many 
years he was secretary of this club, and in a remarkable degree 
the centre of its activities. From 1916 to 1918 he was President 
of the Royal Statistical Society. It was during his tenure of the 
office of Registrar-General and with his active encouragement 
that the late Dr. Stevenson, his chief assistant, carried out the 
admirable investigations into differential fertility which have 
placed this country in a leading position in the study of that 
difficult and important problem. Moreover, it fell to him to 
perform during the war certain additional tasks, such as the 
national registration of 1916, all of which were admirably accom- 
plished, and in recognition of which he was created K.C.B. 

After his retirement Bernard Mallet took an active part in 
various movements designed to promote the study of, and arouse 
interest in, population problems. He was President of the World 
Population Conference held at Geneva in 1927, as a result of 
which the International Union for the Scientific Investigation of 
Population Problems was inaugurated. In 1928 he became 
President of the Eugenics Society and held that post at the date 
of his death. No more appropriate President could have been 
chosen, since, as related above, it was in part due to him that 
data on a large scale relating to differential fertility are available. 
The Society was enabled to extend its activities during his tenure 
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of office as the result of a considerable legacy, and was wisely 
guided by him in the difficult task of propaganda to which it has 
addressed itself. It was during his tenure of office, for example, 
that the Society became actively interested in sterilisation. In 
addition to various papers on eugenics, population and allied 
problems, he published two volumes on British budgets, a life 
of his father and a work called Mallet du Pan and the French 
Revolution ; Mallet du Pan was Sir Bernard’s great-granafather 
who was driven into exile during the French Revolution. 

Sir Bernard Mallet was a man of wide culture and remarkabie 
charm; his invariable courtesy and desire to help will always be 
remembered by those with whom he came in contact. His desire 
was to relate existing knowledge to practical problems, and in the 
last ten years of his life he used his admirable tact to further 
movements in fields where good judgment is tried to the utmost. 
His help, advice and experience did much to guide these move- 
ments into profitable channels, and his loss will be widely felt. 

A. M. Carr-SaAUNDERS 


CURRENT TOPICs. 


THE following have been admitted to membership of the 
Royal Economic Society :— 


Abdin, M. M. Bohn, Dr. F. Dodwell, J. 
Ackroyd, Miss D. E. Brock, W. W. Douglas, C. L. M. 
Allin, R. C. 8. Browne, H. C. Dow, D. J. © 
Antoniades, D. Bunce, F. M. Dreyfus, C. H. 
Ayres, L. P. Carnwath, T. D. Dutschler, Dr. E. W. 
Barnes, P. Cass, W. G. L. Earl, J. 

Barron, S. L. Chapman, R. Egan, F. 

Barton, C. M. Cheeseman, F. A. Eke, L. L. 

Bayley, C. T. Choudhury, 8. N. M. Entwistle, H. 
Beasley, H. A. Chown, J. Evans, E. R. 
Bedding, T. G. Cohen, L. Farey, S. 

Beer, F. Tidbury. Compton, M. Farmer, E. 

Benn, S. E. Cowan, M. H. Farquharson, J. R. 
Bennett, J. H. Crawford, H. Fattet, P. 
Bernstein, I. Cross, M. F. Ferguson, H. S. 
Berry, Ralph W. Currie, R. M. Forrest, B. A. 
Biddle, F. H. Dalal, R. M. Fourie, P. S. 

Birla, G. D. Davies, A. H. Gay, Prof. E. F. 


Blenkinsop, A. de Stoop, Dr. J.J. | Gholap, L. T. 
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Gibson, J. Marsh, R. E. Rew, Rev. H. G. 
Gladwyn, E. J. Marshall, E. R. Rhodes, G. T. 
Goldstein, Dr. R. F. Marshall, J., Jr. Rifaat, M. Ali. 
Goodwin, R. A. Massey, P. H. Riley, E. W. 
Greenwood, E. A. Master, P. D. Roach, Miss Gladys 
Harrison, C. T. H. Mavrocordato, N. I. M. 

Harvie, C. H. May, H. J. Roberts, W. G. 
Hawkes, J. A. Mees, A. A. Robertson, A. S. M. 
Haynes, F. H. Meredith, James D. Robertson, E. A. 
Herzog, F. Mills, F. C. Roddis, R. J. 

Hill, N. K. Mills, N. F. Roil, M. 

Hinchliffe, H. F. Mints, Prof. Lloyd W. Roy, Dilhag. 

Ho, S. F. Mohanna, Abdel A. Roy, Dr. 8. C. 
Hodgkins, Rev. W. Mohbell, M. Ahmid. Samtani, R. C. 
Hohe, Hubert G. Moore, L. P. Sanderson, D. C. D. 
Horsefield, J. K. Moran, W. A. Sankpal, G. M. 
Howell, R. W. Mozammil, M. Satyanandam, Prof. 
Humphrey, A.W. Mukerji, Bimol. F. 

Hussain, Syed S. A. Munn, Prof. B. Schipper, J. H. T. 
Hussey, H. G. L. Munro, R. D. Schlauch, Prof. W. 8. 
Jameson, G. B., M.C. Murphy, E.W. Scott, F.S. 

John, Miss Anna. Nash, Walter, M.P. Shah, S. 

Johnson, N. O. Neil, J. Sheikh, E. B. 
Jones, N. H. Niven, A. McL. Shelton, F. W. 
Kakar, S. R. Nursey, A. Shewhart, Dr. W. A. 
Kavi, A. V. 8S. Nuttall, W. Silvester, W. P. 
Kellogg, Lester S. Oka, G. M. Sinnott, E. 
Kirkland, J. Olander, V. A. Smith, W. V. 
Knight, 8S. L. Otto, E. A. Somerville, H. 
Laird, T. Ottolenghi, Dr. Spencer, R. W. 

La Mothe, H. S. Mario. Stewart, W. D. 
Landman, Dr. J. Owen, J. Swarup, D. 

Leary, John J., Jr. Palmer, E. J. Taylor, L. H. 
Leonard, C. S. K. Penman, E. H. Thomas, P. S. 
Leontief, W. W. Phillimore, J. G. Thomas, R. C. 
Letham, A. Phillips, P. E. Thompson, K. P. 
Lockwood, T. H. Potter, 8. A. Thornton, A. E. 
McDonnell, D. A. Price, R. A. Thorp, T. C. 
McGraw, B. Tanner. Raghavachari, K.S. Tippetts, Prof. C. S. 
Machlup-Wolf, Dr.F. Ramaswamy, 8. V. Tipping, J. 
McMillan, D. G. Rao, M. K. Tobilcock, D. H. 
Marar, T. B. Rastogi, Sidh G. Tugwell, A. W. 


Mark, T. Reid, Miss Ruth C. Twohy, Miss A. L. 
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Tyler, H. W. G. Welingkar, L. N. Williams, 8. W. 
Tyler, S. T. Wells, P. W. Williams, W. 
Unwin, Dr. J. D., Whatmore, A. H. Withington, J. H. 
M.C. White, J. B. Withrington, J. W. 
Vecchio, Prof.G. Del. Whittingdale, T. Y. Woodhead, H. 
Vincent, E. S. Whittingham, C. Wright, E. K. 
Wallace, A. Wigley, P. H. Wylie, H. 
Warren, E. C. Williams, G. Prys. Yap, P. G. 
Weiman, C. F. Williams, K. E. Young. F. B. 


The following have been admitted to life membership of the 
Society :— 


Angus, W. N. McLaughlin, G. E. 

Barger, H. Martin, C. E. 

Barr, G. M. Nicholls, Reginald Evelyn. 
Boulding, Kenneth Ewart. Pinnick, Alfred William. 
Davy, J. J. Rist., Prof. Charles. 
Driver, Pesy Nasserwanji. Robinson, William Sydney. 
Fleming, J. S. B. Rodano, Dr. Carlo. 
Fraser, W. H. Sartain, Wilfred James. 
Frisch, Professor Ragnar. Schultz, Theodore W. 
Fritz, Wilbert G. Shirname, Dr. T. G. 
Gabrieli, Haim. Thompson, G. 

Jennings, H. Lincoln. Unwin, Stanley. 
Kennerley, John. Viccajee, V. F. 

Kozelka, Richard Louis. Wilton, E. G. 


The following have been admitied to Library membership :— 


Amsterdamsche Kring Van Economen. 
Baillies Institution, Glasgow. 

Central Public Library, Wigan. 

Chamber of Commerce, Paris. 

Cockfield, Brown & Co., Ltd., Montreal. 
Columbia University. 

Comptroller of the Treasury, Ottawa. 
Economics Dept., Ontario Agricultural College. 
Horace Plunkett Foundation. 

New Fabian Research Bureau. 

Pasadena Public Library. 

Plymouth Public Libraries. 

Seaton Hall College Library, New Jersey. 
Yenching University, China. 
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With reference to the Note’ which appeared in the September 
number of the JouRNAL, pp. 503-4, on Dr. Eisler’s Money Maze, 
Prof. Cannan states that Dr. Eisler has since written to him 
explaining that it was a mistake for which Dr. Hisler himself was 
not responsible which led to the reprinting of an article by Sir J. 
Stamp as a preface to the Money Maze and without a note saying 
that it had already been published and was not written for the 
book. 


The Annual Conference of the Association of University 
Teachers of Economics will be held at Bristol during the week- 
end January 6-9, 1933. Particulars will be forwarded to members 
of the Association early in December. Intending new members 
are invited to apply to the Hon. Secretary, Mr. Stanley Parris, 
University College, Cardiff. 


- 


The Fourth Annual Meeting of the Canadian Political Science 
Association was held at Toronto May 1932. The Papers and 
Proceedings are published as Volume IV of the Association’s 
Transactions. The general topics discussed were Unemployment ; 
Current Problems of Political Science; Currency Problems ; 
Transportation Problems. In addition, Round Tables met on 
Public Finance ; Combines and Public Policy ; Planned Economy ; 
The Party System in Canada. The report of the Proceedings is 
in excellent form, and should prove of value, as a work of reference, 
to students of economics and politics in this country. 


The first issue of Econometrica, the Journal of the Econo- 
metric Society, will appear in January 1933, under the Editorship 
of Professor Ragnar Frisch. The Econometric Society is an 
international Society for the advance of economic theory in its 
relation to statistics and mathematics, which has been recently 
founded with the collaboration of leading economists all over the 
world, largely through the energy of Professor Irving Fisher. 
The first issue will include, amongst many other articles, a con- 
tribution from Professor Schumpeter entitled “The Common 
Sense of Econometrics.” 

We hope that all members of the Royal Economic Society, 
who are interested in the pure theory of the subject, will join 
this new Society and secure its Journal. Inquiries should be 
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addressed to Mr. Alfred Cowles, Colorado Springs, Colorado, 
U.S.A., from whom all particulars can be obtained. 


Three further volumes have been issued in the London School 
of Economics Series of Reprints of Scarce Tracts in Economic and 
Political Science. They are, No. 12. Co-ordination of the Laws of 
Distribution, by Philip H. Wicksteed; No. 13. Wages and Capital, 
by F. W. Taussig, for which the author has kindly written a new 
preface, and No. 14. Tours in England and Wales (selected from 
the Annals of Agriculture), by Arthur Young. These volumes are 
being published at 5s., No. 12, and 7s. 6d. each Nos. i3 and 14, 
but they are available to members of the Royal Economic Society 
at a reduced price of 3s. 6d., No. 12, and 5s. each Nos. 13 and 14, 


‘ 
‘ 


RECENT PERIODICALS AND NEW BOOKS 


Journal of the Royal Statistical Society. 


Vol. XCV, Part III. Lancashire and the Indian Market. A. R. 
Burnett-Hurst. Live-stock By-products and By-product Indus- 
tries. G.R. Waite. Recent Advances in Mathematical Statistics. 
J. O. Irwin. The Independent Worker and the Small Family 
ae : a study of their importance on Merseyside. H. J. H. 

'ARKER. 


Vol. XCV, Part IV. The Overseas Trade of the United Kingdom, 1924-31. 
H.W. Macrosty. Industrial Profits in the Past Twenty Years. A 
new Index-Number. Str J. C. Stamp. 


Economica. 


Aveust, 1932. The Liquidity of Short-term Capital. F. Macuuvp. 
Marginal Productivity and the Lausanne School. “H. ScoHvL7z and 
J.R. Hicks. The Diagrammatic Representation of Cost Conditions 
in International Trade. A. LERNER. Decasualisation of Dock 
Labour at the Port of Bristol. W.H. Wuyte. 


The Economic Record. 


May, 1932. Economic Aspect of Empire Tariff Preference. H. R. 
RopweE.t. Farm Overhead Charges in New Zealand. I. W. 
Weston. Zhe Unemployment Problem in Germany. E. R. 
Waker. Bulk Handling of Wheat in Australia. F.S. ALFORD. 
The Transport Situation in New Zealand. H.B.Smira. Age Dis- 
tribution of Australian Population. H. J. Exury. The New 
Zealand Economic Problem. A. G. B. Fisher and D. B. CopLanp. 


Journal of Proceedings of the Agricultural Economics Society. 

Vol. II, No.1. The Adjustment of Agriculture to Industrial Rationalisa- 
tion. D. H. Macarrcor. A Farmer’s Interpretation of Agri- 
cultural Accounts. W. G. Coates. Some Aspects of Meat Dis- 
tribution and Consumption. ARTHUR JONES. A Contribution to 
the Study of Occupational and Residential Mobility in the Cotswolds, 
1921-31. M. A. ABrams. 

Vol. II, No. 2. The Government and Agricultural Marketing. F. J. 
PrewettT. The Political Economy of Agriculture. Dun- 
can. Some Aspects of Demand and Consumption in Relation to 
Marketing Studies. KR. B. Forrester. The Position of the Sheep 
Enterprise. A. G. Ruston. 


Quarterly Journal of Economics. 


Avaust. 1932. The Theory of International Values. F. D. Granam. 
Suggestions from Workers : Schemes and Problems. Z. C. DicKin- 
son. The North Atlantic Port Differentials. R. W. HARBESON. 
Studies in Demand: Milk and Butter. E. W. Gupoy. Un- 
employment and Consumption: the Mercantilist View. HE. A. J. 
JOHNSON. 
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Harvard Review of Economic Statistics. 


Avaust, 1932. Gold Production and Consumption. J. Kitcut. 
The Harvard Index, 1919-31. C. J. Buttock and W. L. Crum. 
General Economic Conditions: Indexes and Selected Statistical 
Data. (Editorial.) Review of the Second Quarter of the Year. 


American Economic Review. 


SEPTEMBER, 1932. Control of the Capital Market. R. WuteEn- 
HAMMER. Plight of Foreign Trade. W.A.Sottonvus. Wisconsin 
Unemployment Compensation Act. E. E. Muntz. Correctives of 
the Exchanges. J. D. Macer. Providing Homes for the People. 
J. P. Murcutson. International Labor Organisation. C. J. 
Ratzitarr. A Fundamental Error in Keynes’ “Treatise on 
Money.” A. H. Hansen. 


Journal of Political Economy. 


Aveust, 1932. The Newer Economics and the Control of Economic 
Activity. F. H. Kytcut. The Relation between the Velocity of 
Circulation of Money and the “ Velocity of Circulation of Goods” 
(contd.) A. W. Marcret. Time and Capitalistic Production. 
THEIss. Consumption and Unemployment. D. W. Dovatas. 


Journal of Economic and Business History. 


Aveust, 1932. Trends in American Business Biography. K. W. 
Porter. The Business of Art. G. A. BENEKER. The Inter- 
national Steam Pump Company. M.J.¥Fretps. The Wedgwoods : 
ten Generations of Potters. R.M. Hower. England in the Age of 
Mercantilism. KE. Lipson. The Study of Medieval Economic 
History in Italy. G. Luzzato. Foreign Commerce of Ptolemaic 
Egypt. M. Rostovrzerr. 


(Supplement.) West Riding Trade Protective Association. H. 
Heaton. The Rise and Early Development of the Industrial Con- 
sciousness of the U.S.A., 1760-1830. S. Reznex. Commercial 
Relations between Nantes and the American Colonies. G. Martin. 
The Rope Factory and Hemp Trade of Venice in the Fifteenth and 
Sixteenth Centuries. F.C. Lane. Wholesale Prices at Charleston, 
1796-1861. G. R. Taytor. 


Annals of the American Academy of Political and Social Science. 
JuLY, 1932. National and World Planning. (Can Capitalism Plan ? 
Illustrations of Plans. Methods of Planning. Planning against 
Unemployment by Public Works.) By various authors. 
SrrrTeMBER, 1932. Prohibition: a National Experiment. (Historical 
and Comparative Studies of the Liquor Question.) By various 
authors. 


Wheat Studies. 
(Food Research Institute, Stanford.) 

SEPTEMBER, 1932. Survey of the Wheat Situation, April to July, 1932. 
The coming crop year now promises to be another of burdensome 
wheat surplus and very easy international position. Conditions 
now appear unfavourable to substantial, sustained advances in 
world wheat prices. 
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International Labour Review. 


JuLy, 1932. Albert Thomas. H. B. Butter. Under-consumption as 
a Factor in the Economic Cycle. M. Anstaux. The Organisation 
of Public Works and other Measures for the Relief of Unemployment 
in Sweden. E.G.Huss. The Standard Working Week in Australia. 
O. DE R. FoENANDER. 

Aveust, 1932. World Economic Reconstruction. P. W. Martin. 

SEPTEMBER, 1932. An International Enquiry into Living Costs. H. 
StaEHLte. The Standard Working Week in Australia (contd.). 
FornanvER. The Collectivisation of Agriculture in the 

OctoBER, 1932. An Attempt to construct International Measures of 
Employment. J. Linpsera. The Status of Professional Workers 
in the Chemical Industry. M.-T. Nisot. Vocational Guidance in 
Australia in 1932. G.R. Gites. The Participation of Employers 
and Workers in International Economic Activities. 


Kyoto University Economic Review. 

JULY, 1932. State Monopoly as a Method of Taxing Consumption. M. 
Kamse. Income Tax Rates in Japan. S.SHiomt. Fromthe Toku- 
gawa Period to the Meiji Restoration. E. Hongo. An Examina- 
tion of Cassel’s Quantity Theory of Money. K. Surpata. A 
Study of the Cost of Rice Production. Y.Yaci. General Tendency 
to promote the Elimination of Merchants. K.Tanicucut. Macht 
und Wirtschaft. Y. Takata. 


Index (Stockholm). 
Avaust, 1932. The World’s Staples. XV. Tin. P. Hovia. 
SEPTEMBER, 1932. Sweden’s Monetary Policy. B. OnLIN. 
OcToBER, 1932. Geneva in Retrospect. Str A. SALTER. 


Skandinaviska Kreditaktiebolaget. 


OctosER, 1932. A Contribution to Characterisation of the Crisis. G. 
CASSEL. 


Indian Journal of Economics. 


JuLy, 1932. The Stabilisation of Silver. B. R. Rav. The Power of 
Banks to create Capital for Industry. 8. R.Bosz. Recent Changes 
in Commercial Banking Practice. 8S. K. Basu. 


Revue d’Economie Politique. 
May-June, 1932. La France Economique: Annuaire pour 1931. 


Finances, Production, Commerce et Transports, Questions Sociales, 
Population, Prix. C. Rist and others. 


Juty—Aveust, 1932. Une théorie positive du salaire. G. Prrov. 
Réflexions sur les crises. R. Wourr. L’économie mathématique 
d’aprés V euvre comparée de ses représentants les plus typiques: A. 
Cournot, L. Walras, V. Pareto. F. Bompatre. Essai d'une classi- 
fication économique des entreprises. G. LASSERRE. Le machinisme 
et Vagriculture frangaise. C. H&RISSON. 
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Journal des Economistes. 


JuLy, 1932. Le Malaise économique mondial. M.Carsow. L’Indus- 


trie sidérurgique. R. J. PIERRE. 


OcropER, 1932. Une période de conversions. F. Payren. La Crise 
économique en France. M. Garson. Le Canada. R. J. Prerre. 


Revue de L’Institut de Sociologie. 
JuLy, 1932. Le probléme de la théorie des crises. A. LABRIOLA. 


Schmollers Jahrbuch. 

JuNE, 1932. Politik und Weltkrise. H. von Becxrerata. Zur Lage 
der Sowjetwirtschaft. P. Brerxkenxorr. Das Verteilungs- und 
Kostenproblem in einer vertrusteien Industrie. E. SoHNEIDER. 
Die Anschauung von Volk und Staat in Friedrich Lists Jugend- 
schriften. W. Von Sonntac. Die Hochschulstatistik. P. Fias- 
KAMPER. Der proletarische Sozialismus von Werner Sombart. W. 
ZIMMERMANN. 

Aveust, 1932. Bemerkungen zum Problem der proletarischen Fiihrer- 
kontrolle in der bolschewistischen Staatswirtschaft. W.Kocu. Das 
Goltz’sche Gesetz. F. OppENHEIMER and P. QuvuanTE. Die 
Anfénge der englischen Zentralverwaltung. M. WEINBAUM. 


Zeitschrift fiir Nationalékonomie. 
JuLy, 1932. Der gegenwiirtige Stand der reinen Theorie der Finanz- 
wissenschaft in Italien. I. Teil. M. Fastant. LErtragswert und 
Kostenwert. W. Vurvucets. Der Behaviorismus. F. SanpEr. 


Jahrbiicher fiir Nationalékonomie und Statistik. 

JULY, 1932. Die Leibeigenschaft in Russland und die Agrarverfassung 
Preussens im 18 Jahrhundert. J. KuttscHer. Das Kreditpolitik 
des Reiches nach 1924. J. JESSEN. 

Aveaust, 1932. Der Interventionismus als Ursache der Wirtschaftskrise. 
O. Conrap. Die methodischen Grundlage der Lohntheorie. S. 
Wenpt. Die mathematische Methode und die dsterreichische Schule 
der Volkswirtschaftslehre. O. WEINBERGER. 


SEPTEMBER, 1932. Verbrauch und Krise. W. HELLER. 


OctoBER, 1932. Der Begriff Sozialpolitik. F. Livan. Die Fort- 
bildung der wirtschaftlichen Genusslehre. C. RIEDENAUER. 


Zeitschrift fiir die gesamte Staatswissenschaft. 

Avaust, 1932. Verfassungsrecht und Sozialversicherung. R. A. 
Keynes’ Geldlehre. B. Josmpuy. 

Ocroper, 1932. Frankfurts Wirtschaftsleben im Mittelalter. F. 
Botner. Zur Problematik der Agrarkrisen. K. Rirrer. Wirt- 
schaftsliche Heimatkunde in Wissenschaft und Unterricht. J. 
JASTROW. 


Vierteljahrshefte zur Konjunkturforschung. 
SonDERHEFT 28. Verbrauchereinkommen und Landwirtschaft. F. 
Baape. Linkommen und Fleischverbrauch. W. BavEr. 


SonDERHEFT 29. Stand und Ursachen der Arbeitslosigkeit in Deutsch- 
land. A. REITHINGER. 


F : 
4 
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Archiv fiir Sozialwissenschaft und Sozialpolitik. 

Aveust, 1932. Probleme der déinischen Wahrungspolitik. C. IVERSEN. 
Zur Rundfrage iiber Substanzverluste.” J. Marscuak and H. 
Netsser. Die Natiirlichen Ursachen der Wirtschaftsgeschichte. 
K. A. WITTFOGEL. 


Octosper, 1932. Bevolkerungsdruck in Ostasien. A. REICHWEIN. 
Kartelle under dem Druck der Krise. J. DoBRETSBERGER. Lrfolgs- 
normen und Erfolgsgesetze. G. IcH-HEISER. 


Weltwirtschaftliches Archiv. 


OcToBER, 1932. Staatliche Strukturwandlungen und die Krisis des 
Kapitalismus. W. Evcxrn. In old countries, the crisis is not 
due to economic causes, but to changes in home and foreign 
political structure, especially to the increasing influence of the 
masses. This has prevented the post-war restoration of peace 
conditions. Political influence on the price system has impeded 
the economic management, and the conditions of the peace treaties 
have been an unfavourable influence. In newer countries like 
Russia, the State has been the instrument of the advance of 
capitalism. Zur theoretischen Analyse der Weltwirtschaftskrisis. 
G. pEL Vreccuto. The crisis gives new problems to theory, but 
confirms the view that crises are the results of economic progress 
in a capitalist system. The international phenomena which 
preceded the crisis of the Pound show that the traditional schema 
of crises is applicable under recent conditions. The Doctrine of 
Comparative Costs. J. Viner. An account of the origin and 
development of the doctrine of comparative costs. It distinguishes 
between the doctrine as an explanation of the phenomena of inter- 
national specialisation and the doctrine as laying down a rule of 
conduct in commercial policy. The criticisms of the doctrine 
made by Cournot, Sidgwick, Pareto, Graham and others are 
examined, and the question of its dependence on a real cost theory 
of value is discussed. An attempt is made to show how the doctrine 
can be reformulated so as to make provision for varying costs, 
differences of wages in different occupations, trade between more 
than two countries and in more than two commodities, trans- 
portation costs, and the use of other factors of production than 
labour. Lohnhéhe und Beschaftigungsgrad im Marktgleichgewicht. 
H. Netsszr. The question is raised whether in a given position of 
factors of production, by simple adjustment within a stationary 
economy, full employment of the factors can be assured ; especially 
whether, with a given condition of capital, unemployment can be 
met by sufficient fall in wages. The prevailing view, which gives 
an affirmative answer, is incorrect. The classical views, and those 
of Cassel, are discussed. Die Industrialisierung Russlands. A. 
PrEDOHL. The conditions have for some time been favourable, 
the chief problem being the capacity of the market. Apart from 
economic frictions in development, the expansion has acquired a 
wider range than the Russian market, but world prices have been 
against the exporters. The capacity of the people sets a limit to 
the advantages to be otherwise got from higher organisation and 
lower costs. The Russian experiment had begun to develop in a 
lower degree in the West, but has special reference to the expansion 
of the Kast. Gruppenautarkie und Freihandel im siidosteuro- 
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pdischen Raum. C. Brinkmann. Der Ruf nach Autarkie in der 
deutschen vpolitischen Gegenwartsideologie. F. HorrmMann. Die 
Theorie der Kapitalflucht. F.Macutiup. Only liquid capital can 
be the subject of flight into other countries. There are therefore 
natural limits, which are examined as a problem of collecting. 
Without central bank credits the flight of capital can cause 
scarcity on capital markets, enforced exports, failures of debtors 
and banks, but not a lack of foreign exchange. A detailed study 
of the possibilities of collecting shows that the extent of flight of 
capital is mostly over-estimated and also that the usual defensive 
policy is wrong. / 

Russlands Zahlungsbilanz und Zahlungsverkehr mit dem Ausland. E. M. 
SHENKMAN. The basic tendencies in the development of Russia’s 
foreign trade. Social and economic limits to the growth of exports. 
The influence of the revolutionary changes in economic life upon 
the trend of foreign trade. Inevitability of a trade deficit. The 
structure of Russia’s balance of payment during the period 1924— 
— the part played by foreign credits in making good the trade 

eficit. 


De Economist. 


JUNE, 1932. De betrekkingen tusschen Goud- en Zilverwereld. W.J.L. 
os Van Es. The writer discusses the recent history of variations in 
the value of gold and silver and the relations between the “ gold- 
world” and the “silver-world.” By a kind of optical illusion, 
each country is apt to consider its own standard as fixed and others 
as variable. We tend, for various reasons, to under-estimate the 
importance of the “silver-world.” Figures and statistics are 
cited to prove the steadiness of prices in China after 1926. “ Gold 
has thus been an entirely unreliable measure of value, while silver 
for the silver-world has shown great steadiness of value.” The 
cause of the greater steadiness of silver in silver countries, compared 
to that of gold in gold countries, is to be found in the fact that the 
constant extension of the gold-standard since 1850 and the 
economic development of the gold-world were much stronger than 
the production of gold, so that resort had to be made to credit 
extensions; whereas the increased production of silver could 
easily be absorbed, apart from silver coinage in gold countries, by, 
e.g., the silver and chemical industries and the needs of the silver 
world. The article underlines the competition to which gold 
countries are exposed from the side of silver countries. There is 
little hope of recovery of the gold-world unless gold returns to the 
value of 1929. The possibility of a standard based on raw materials 
and of a “ managed currency ”’ is discussed. It is not silver but 
gold that requires to be stabilised. Hconomische nood-politiek tot 
vermeerdering van koopkracht. EmiLe VERVIERS. In continuation 
of an article in the April number practical conclusions are drawn 
as to the measures to be taken in periods of depression. All such 
measures are directed to the increase of purchasing power. In the 
last instance (see previous article) the only means of increasing 
purchasing power is to increase production. Where new pro- 
duction is aimed at, (i) it must not be in a field where there is 
already over-production; (ii) there must be a demand for the 
new products; (iii) the cost of production must be such that the 
product will come within as wide a circle of purchasers as possible. 
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Measures taken may be either direct or indirect. Under direct 
measures come (a) premiums on production, and (5) public works. 
Premiums on production are always anti-economic. They are 
generally given where there is already over-production, and may 
result not in increased purchasing power, but in transfer of pur- 
chasing power from the taxpayer to the producer. Policy with 
regard to public works is also discussed. Under indirect methods 
come various forms of credit extensions. “ Premiums on pro- 
duction have necessarily -reference to industries with over- 
production; investment policy, on the contrary, has always 
reference to industries where remunerative opportunities of work 
and production are possible. The former are thus essentially 
premiums on over-production; investment policy directly attacks 
over-production, since over-production in one field can only be got 
rid of by purchasing power which arises from production in another 
field. So that premiums attack purchasing power and intensify 
the depression; investment policy, on the other hand, increases 
purchasing power and mitigates the depression.” In conclusion, 
the question of the level of wages is discussed. 


Juty—Aveust, 1932. De Wet der verminderende meeropbrengsten ten 
opzichte van het Kapitaal J. R. Van GENECHTEN. “ Two kinds 
of technical improvements must be distinguished. The first and 
most interesting are those which lead to the result that labour, 
whether by shorter or longer roundabout methods of production, is 
applied with considerably greater results. The application of 
these inventions, which are rare, raises the whole economic life to 
a higher level. The second kind of discoveries, which consist in 
a better control of a natural force which man already has in his 
power ... only yields diminishing returns, except when this 
better control leads to a larger application of the natural forces, 
whereby the series of diminishing returns may be changed at a 
stroke to a higher level, whereupon there is again a return to a new 
series of diminishing returns.” De Koffievalorisaties : Geschiedenis 
en Resultaten. Tu. VAN LUYTELAER and J. TINBERGEN. A his- 
tory of the restrictions on the supply of coffee and of price control 
during the last twenty-five years. Het Nikkel-Vraagstuk. C. A. 
VeERRIJN Stuart. A Commission was appointed in April 1929, by 
the Ministers of Finance and of the Colonies, to consider the 
expediency of replacing silver by nickel coins in the currency of 
Holland and of the Dutch possessions. The Commission, following 
the financial crisis of September last year, dissolved without 
reporting. Professor Verrijn Stuart, a member of the Commission, 
explains the situation, and publishes what he had written as a 
minority report in favour of replacing silver by nickel coins. 

Giornale degli Economisti. 

JUNE, 1932. Contributo allo studio degli effetti dell’imposta generale 
sul reddito. KR. Fusini. A continuation of the article in the May 
number of the Giornale dealing with the effects of a general tax on 
income. The writer is concerned chiefly with the disputed problem 
of the double taxation of saving, with the question whether the 
imposition of a general (proportional) income tax would lead to a 


rise in the general level of prices, and with the effect of such a tax 
on particular prices. I consorzi industriali in Italia. G.Prsa. A 
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theoretical article on the causes and characteristics of the combina- 
tion movement in Italy. Le modernita delle dottrine del Romagnosi 
in politica economica. A. G. CANINA. 


JuLy, 1932. La rivoluzione dei prezzi a Milano nel xvi e xvii secolo. A. 
§ Fanrani. The writer gives tables showing the movement of prices 
in Milan from approximately 1500 to 1629 of the following articles : 
hay, wheat-straw, meat, fish and candles. While these prices 
showed marked fluctuations in the first half of the sixteenth 
century, they all rose rapidly between 1550 and the end of the 
century—for reasons that can only be explained by monetary 
causes, 7.e. by the increase in the supply of silver. Appunti sul 
“ costo monetario dell’uomo.”” T. ZERBI. A criticism of a recent 
work by G. Pietra and G. Ferrari entitled Il costo monetario del- 
V'uomo, in which the attempt was made to compute the money costs 
of production of a “man.” I fondamenti della economia cor- 
porativa. G. Brucuier. A critical analysis of some recent 
writings of U. Spirito in which the latter attacks the prevailing 
systems of economics and demands their replacement by a new 
system of corporative economics. Il secondo convegno di studi 
sindacali e corporativi. G. BAssANT. 


Avaust, 1932. Un nuovo trattato di politica economica internazionale. 
Un LETTORE QuaLUNQUE. A long review article commenting on 
the recent work by Professor V. Porri, Corso di politica economica 
internazionale. The writer of the article commends the book for 
its high standard as an academic treatise but criticises it, along 
with 2]l other similar economic works, on the ground that it is too 
abstract and does not make enough use of what the Americans 
term the “institutional” approach. JI debiti dell’agricoltura. 
N. Mazzoccnt-ALEMANNI. L/elasticita della domanda e la tras- 
lazione dell’imposta in regime di monopolio. Prorxrssor L. Rossi, 
using simple algebraic equations, lays down the following pro- 
positions : (a) a specific tax on a monopoly will be shifted to a 
greater degree the less is the elasticity of demand; (b) the shifting 
of an ad valorem tax is independent of the elasticity of demand ; 
(c) the tax will be shifted to a less degree where costs are increasing 
than where they are decreasing. 


SEPTEMBER, 1932. Due esperienze monetarie. L. Frprrict. An 
account, illustrated by a number of statistical tables, of monetary 
changes and policy in England and the United States since 
September 1931. Osservazioni sulla teoria delle dimensioni 
economiche. G.H. Bousquet. The translation from French of 
part of a forthcoming work by the writer, entitled Institutes de 
science économique. Formazione e investimento del risparmio. B. 
GiovENALE. A brief discussion of recent literature concerned with 
the relation between saving and investment. Diritto finanziario 
e diritto tributario in Italia. G.C. Donvito. 


La Riforma Sociale. 

SEPTEMBER-OcTOBER, 1932. Schemi teorici ed “ exponibilia” 
finanziari. M. Fastant. Il fondo per la stabilizzazione della 
sterlina. Proressor A. CaBtiatt discusses the nature and modus 
operandi of the Exchange Equalisation Fund. He concludes: 
“the stabilisation point of the English currency does not depend 
on the situation of England alone, but depends on that of the 
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whole world, including those countries which in their turn will 
stabilise their own money, having abandoned the gold standard 
by legislative action or as a matter of fact. The English position 
depends further upon the commercial policy which will be adopted 
by the United Kingdom. It is the wisdom of these future measures 
and not the existence of the ‘ Fund ’ which will determine whether 
this is the last penalty which the English will pay for the monetary 
and financial errors which were initiated in 1925.” Aspetti della 
crist australiana. M.Satvaport. I concimi azotati in Italia e la 
difesa del prodotto nazionale. A. v1 Staso. Bardature della crist. 
Proressor L. Ernavupi inveighs against the rigidity of large- 
scale undertakings and the mistaken measures adopted by Govern- 
ments and great industrial associations to escape from the effects 
of a crisis which can only be intensified by building up artificial 
restrictions. He pins his faith to the elasticity and flexibility of 
the small man working himself with his family and adjusting his 
expenditure to his income and his activities to the real facts of the 
situation. The way out of the crisis will not come from any deus 
ex machina from outside, such as a revival of trade in the United 
States, but from the efforts and enterprise within a country of 
individual employers who are the engineers of their own prosperity. 
There is appended to this number of La~Riforma Sociale a 
complete bibliography of the works of Prorzssor A. Loria. 


NEW BOOKS 
British. 


Asuuey (A.). William James Ashley: a Life, by his daughter 
Anne Ashley, with a chapter by J. H. Muirhead. P.S. King. 8}. 
Pp. 176. 8s. 6d. 

Battey (S. H.). The Framework of International Society. Long- 
mans, Green. 64”. Pp. 92. 2s. 


Fa is (F.). British Monetary Policy. P. S. King. 7”. Pp. 


“ British Indian.” Finance and Commerce in Federal India. 
Oxford University Press. 7}”. Pp. 171. 5s. 

Cassipy (H. M.). Unemployment and Relief in Ontario: a survey 
and report under the auspices of the Unemployment Research Com- 
mittee of Ontario. Toronto: J.M. Dent. 9”. Pp. xiii + 290. 


(Colin). The National Income, 1924-31. Macmillan. 
Pp. 167. 8s. 6d. 


Cote (G. D. H.). The Intelligent Man’s Guide through World 
Chaos. V. Gollancz. 7}”. Pp. 680. 5s. 
_ Dickinson (H. D.). Institutional Revenue: a study of the 
influence of social institutions on the distribution of wealth. Williams 
and Norgate. 84”. Pp. 264. 10s. 6d. 

Dowpett (E. G.). A Hundred Years of Quarter Sessions: the 
government of Middlesex from 1660 to 1760. Cambridge University 
Press. 9”. Pp. Ixxv + 215. 165s. 
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Ernzic (P.). Montagu Norman: a study in financial statesmanship. 
Kegan Paul. 84”. Pp. 255. 10s. 6d. 
GrnsBERG (M.). Studies in Sociology. Methuen. 7}”. Pp. 211. 


Hamitton (Henry). The Industrial Revolution in Scotland. 
Clarendon Press. 82”. Pp. 300. 15s. 

Hawtrey (R. G.). The Art of Central Banking. Longmans, 
Green. 8}”. Pp. 464. 18s. 

Hicks (J. R.). The Theory of Wages. Macmillan. 84’. Pp. 
247. 8s. 6d. 

Hiskert (W. R.). The Tyranny of Gold. Williams and Norgate. 
7}”. Pp. 108. 2s. 6d. 

Hosson (J. A.). From Capitalism to Socialism. Hogarth Press. 
7}”. Pp. 53. 1s. 6d. 

Hopeson (R. A.). An Introduction to International Trade and 
Tariffs. Pitman. 84”. Pp. 191. 6s. 

Hunt (W.). Man and Wealth: a first handbook of economics. 
Christophers. 7}”. Pp. 145. 2s. 6d. 

Kison (Str C. H.). The Portuguese Bank Note Case: the story 
and solution of a financial perplexity. Macmillan. 84”. Pp. 284. 
10s. 6d. 

Lawton (L.). An Economic History of Soviet Russia. Mac- 
millan. 84”. 2 vols. 25s. 

LizFMANN (R.). Cartels, Concerns, and Trusts. English edition, 
with Introduction by D. H. Macgregor. Methuen. Pp. 380. 2ls. 

McDoveatt (W.). World Chaos the Responsibility of Science. 
Kegan Paul. 7}”. Pp. 119. 3s. 6d. 

MecraH (M.). The Banker’s Customer. Butterworth. 8}”. 
Pp. 206. 7s. 6d. 

Moet (S.). Otto von Gierke: his political teaching and juris- 
prudence. P.S. King. 84”. Pp. 291. 15s. 

Neat (L. E.). Retailing and the Public. Allen and Unwin. 
72”. Pp. 191. 7s. 6d. 

Smira (H. A.) (Ed.). Great Britain and the Law of Nations: a 
selection of documents illustrating the views of the Government in the 
United Kingdom upon matters of international law. Vol. I. States. 
P.S. King. Pp. 416. 16s. 

Spatpine (W. F.). Foreign Exchange and Foreign Bills in Theory 
and Practice. 8thed. Pitman. 8}”. Pp. 339. 7s. 6d. 

THURNWALD (R.). Economics in Primitive Communities. Oxford 
University Press. 83”. Pp. 314. 25s. 

Wess (S. and B.). Methods of Social Study. Longmans, Green. 
84”. Pp. 263. 8s. 6d. 

WESTERGAARD (H.). Contributions to the History of Statistics. 
P. S. King. 8}”. Pp. 280. 12s. 6d. 

Youne (ARTHUR). Tours in England and Wales (selected from the 
Annals of Agricuiture). London School of Economics series of 
reprints of scarce tracts, No. 14. 84”. Pp. 330. 


6s. 
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American. 

(R. The Way Forward. New York: Macmillan. 
7h”. Pp. 97. 
CuasE (S.). A New Deal. New York: Macmillan. Pp. 258. 
10s. 
Cotcorp (J. C.), KopLovirz (W. C.) and (R. H.). Emer- 
gency Work Relief, as carried out in twenty-six American Communities, 
1930-31, with suggestions for setting up a program. New York: 
Russell Sage Foundation. 9”. Pp. 286. $1.50. 

Dennis (L.). Is Capitalism doomed? New York and London: 
Harper and Bros. 9}”. Pp. 328. 

Harpy (C. O.). Credit Policies of the Federal Reserve System. 
Washington, D.C.: Brookings Institution. 8”. Pp. 374. $2.50. 

Hoee (M. H.). The Incidence of Work Shortage. Report of a 
survey by sample of families made in New Haven, Connecticut, in 
May-June 1932. New York: Russell Sage Foundation. 9”: Pp. 
127. $2.50. 

Kucozynsk1 (R. R.). Bankers’ Profits from German Loans. 
Washington: Brookings Institution. 8”. Pp. 228.- . 

Nertove (S. H.). A Decade of Corporate Incomes, 1920-29. 
Chicago (London, Cambridge University Press). 9”. Pp. 76. 5s. 6d. 

Sorta (J. G.) (Ed.). Facing the Facts : an economic diagnosis by 
KE. W. Kemmerer, H. L. Lutz, F. W. Fetter, C. R. Whittlesley, 8. E. 
Howard, J. G. Smith, F. A. Fetter, L. T. Fournier, F. H. Dixon, J. D. 
Brown, A. M. McIsaac, D. A. McCabe. New York: Putnams. 8}”. 
Pp. 372. $3. 

Taussia (F. W. ) and Jostyn (C.8.). American Business Leaders : 
a study in social origins and social stratification. New York and 
London: Macmillan. 83”. Pp. 319. 18s. 

Wricut (Q.) (Ed.). Gold and Monetary Stabilisation. [Lectures 
on the Harris Foundation 1932.] By J. Viner, G. Haberler, H. P. 
Willis, L. D. Edie, J. H. Williams. Chicago: University Press 
(London : Cambridge University Press). 7}”. Pp. 174. Ills. 


French. 

DecueEsneE (L.). Histoire économique et sociale de la Belgique. 
Paris: R. Sirey. 10”. Pp. 525. 50/fr. 

Fad pit Bruno (G.). Quelques aspects du développement écono- 
mique de la Sardaigne sous le régime fasciste. Paris: R. Sirey. 
10”. Pp. 365. 50 fr. 

NavacutneE (D.). La crise et |’Europe économique. I. Les faits. 
II. Echanges, production et banques. Paris: F. Alcan. 93”. 2 vols. 
Vol. I, 30 fr. Vol. II, 25 fr. 


German. 
BrarvuticaM (H.). Wirtschaftssystem des Nationalsozialismus. 
Berlin: Carl Heymanns Verlag. 82”. Pp. 97. 
Bouza (H.). Die Wirtschaftskrise. Berlin: E. 8. Mittler. 10”. 
Pp. 74. 
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EvuLensure (F.). Grossraumwirtschaft und Autarkie. Jena: 
G. Fischer. 9}”. Pp. 74. 2m. 

Horrmann (A.). Wirtschaftslehre der kaufminnischen Unter- 
nehmung. Betriebswirtschaftslehre. Leipzig: Hans Buske. 
Pp. &:2. 16-50 m. 

Jasny (N.). Der Schlepper in der Landwirtschaft, seine Wirt- 
schaftlichkeit und weltwirtschaftliche Bedeutung. Berlin: Paul 
Parey. 10’. Pp. 154. 

Luruer (H.). Wirtschaftsfragen der Gegenwart. Jena: G. 
Fischer. 94”. Pp. 76. 2m. 

RITTERSHAUSEN (H.) Das andere System. Ein Wirtschafts- und 
Finanzvorschlag in vier Gesetzentwirfen. Berlin: Georg Stilke. 
8}”. Pp. 135. 

Somary (Fr1ix). Krisenwende? Berlin: S. Fischer. 8”. Pp. 
8. 

TismerR (A.). Grenzen der Diskontpolitik. Leipzig: Duncker 
und Humblot. Pp. 160. 8m. 

Zweia (F.). Die vier Systeme der Nationalékonomie. Univer- 
salismus—Nationalismus—Liberalismus—Sozialismus. Berlin: Carl 
Heymanns Verlag. 9”? Pp. 147. 


Italian. 


Cari (F.). Studi di storia delle dottrine economiche. Padova : 
C.E.D.A.M. 10”. Pp. 147. 17 lire. 

Crosara (A. A.). Numero di venditori independenti e prezzo. 
Padua. 9”. Pp. 25. 4 lire. 

Crosara (A. A.). Smercio e prezzo. Libro I. Padua. 9”. 
Pp. 92. 22 lire. 

Da Empoto (A.) Note sulla tassazione del risparmio. Messina: 
D. Anna. Pp. 30. 5 lire. 

Det Veccuio (G.). Cronache della lira in pace e in guerra. Milan : 
Treves-Treccani-Tumminelli. 8”. Pp. 515. 30 lire. 
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